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GENERAL STATEMENT 


Mr. Gary. Gentlemen, the committee will begin hearings today ow 
the appropriation requests for the Treasury Department for the 
fiscal year ending June 50, 1953. We are happy to have with us 
this morning the Secretary of the Treasury. We shall be glad to 
hear from you at this time, Mr. Snyder. 

Secretary Snyper. Mr. Chairman and members of the Treasury 
Subcommittee on Appropriations, I appreciate the opportunity of 
coming before vou today to present the Treasury Department’s ap- 
propriation estimates for the fiscal year 1953. 

The great task before our Nation today is that of building im- 
pregnable defenses against the constant threat of aggression. In the 
past vear, we have taken a long and firm stride toward assuring the 
defenses of the free world. We have developed production lines for 
an increasing volume of today’s complicated military machines and 
defense equipment. At the same time, 1951 was a record year for 
plant and equipment expansion in United States business, as we fur- 
ther increased our capacity for producing basic industrial materials, 
making our industrial strength today far greater than in World 
War IT. 

I need not remind you, however, that the ultimate test of our 
defenses is not alone in the number of tanks or guns or bombs which 
we can assemble on this side of the iron curtain. As our enemies are 
well aware, the one uniquely powerful weapon of the free world is 
the productive strength and capacity of the American free-enterprise 
economy. It is essential, therefore, that we use every means at our 
command not only to preserve but to increase this economic strength, 
for it is the mainstay not only of our own defense but of the defense 
against aggression for the entire free world. 
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From the earliest days of our country, the Secretary of the Treas- 
ury has been charged by law with important responsibilities affect- 
ing almost every sector of our economic life. The first and basic 
policy directive laid upon the Secretary of the Treasury in the orig- 
inal act creating the Department in 1789 was to “prepare plans for 
the Improvement and management of the revenue, and for the sup- 
port of the public credit.” 

Ever since that time, maintenance of contidence in the credit of the 
United States has been the No. 1 objective of the Treasury. Every 
Secretary of the Treasury has recognized that, in peace or wary any 
substantial impairment of the credit of the Federal Governme tt 
would be a major blow to the maintenance of high-level production 
and employment, and to the orderly operation of our private-enter- 
prise system. Every effort has been bent, therefore, to maintain 
confidence in the Government’s credit. 

In the broadest sense, safeguarding the credit of the Government 
depends on our ability as a Nation to keep our free-enterprise econ- 
omy healthy and growing, and to use our governmental instruments 
wisely in promoting this end. In the financial area alone, however, 
maintenance of confidence in the credit of the Government requires 
action on many fronts. 

With respect to our domestic policies, it requires sound revenue 
and expenditure programs, operating within the framework of a 
Federal budget policy which is appropriate to economic conditions, 
It requires continuing attention to greater efficiency and lower costs 
of governmental operations. Tt requires a debt-management policy 
which acts to counter any pronounced inflationary or deflationary 
pressures ; which prov ides securities which meet the current needs of 
various Investor groups: and which succeeds in maintaining an orderly 
situation in the public market for United States Government  se- 
curities. It requires the use of debt-manageinent policy cooperatively 
with monetary-credit: policy to contribute toward sound economic 
growth. It requires the conduct of day-to-day financial operations 
of the Treasury in a manner most conducive to the maintenance of 
sound conditions in the ¢ rovernment s financial markets, And, finally, 
in the international area, it requires management of the country’s 
international monetary relations with the aim of maintaining a sound 
currency domestically and internationally, and promoting a better 
trade and exchange situation with friendly countries. 

In all its operations today, the Treasury has one main goal before 
it—and that is to safeguard the financial soundness of our Nation and 
its free-enterprise economy. T should like, therefore, to discuss in 
broad outline some of the grave domestic problems which confront our 
Nation and the financial policies which are essential to economic sta- 
bility in the present world crisis. 

We all know that one of the threats to the strength of our defense 
economy is inflation, Since every step in the productive process 
every commercial transaction and investment program—depends on 
the smooth functioning of the financial system in every area of our 
economic life, a sustained inflationary spiral could totally disable 
modern industrialized economy. Confidence would give way to fear 
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and uncertainty; working contracts would be disrupted; and the flow 
of operations necessary to any long-range production program would 
be imperiled. Most harmful of all, a continuing inflationary spiral 
would impair the incentives to work and to save. 

To keep inflation in check, then, is a first requisite of our defense 
undertaking. As we transfer a great portion of our productive power 
from civilian to military output, and so reduce the supply of civilian 
goods, consumer demand must be kept in balance. This means that 
a substantial part of both business and personal incomes must be 
diverted from the consumer markets. 

This does not present any easy problem and there is no simple solu- 
tion. Action is required on many fronts. Certainly we must be mind- 
ful that the fiscal policies of the Government can make an effective 
contribution toward keeping the economy in a sound and healthy con- 
dition when this strain on our resources is Intensified. 

The very heart of a sound financial program at this time is adequate 
taxation. It is essential to the preservation of our public credit. It is 
essential also to avoid the inflationary evils of substantial deficit 
financing. No one welcomes heavy taxes. But, in a time of unprec- 
edented national danger like the present, all groups of our popula- 
tion must realize that a substantial burden of taxation—for themselves, 
as well as for others—is a necessary defense measure. 

And right here T should like to state that, when the public is called 
upon to pay taxes in these increased amounts, it is definitely entitled 
to assurance that the load is fairly and equitably distributed, and that 
each pays his honest share without favor, discrimination, or manipu- 
lation. ‘That assurance must find its root in a revenue service of un- 
questioned integrity and unswerving loyalty to public duty. This 
matter will be discussed more fully when I take up, later in this state- 
ment, the operations of the Bureau of Internal Revenue. 

Adequate revenues are only one step in safeguarding the financial 
system of our country. Greatly increased savings are also required if 
we are to sueceed in keeping available funds from exercising their full 
force on the price level. 

That is why the Treasury is so deeply concerned with protecting the 
incentives to save. and with promoting all measures and programs 
which encourage the habit of thr ift. Currently. as you know, we are 
making an intense effort to increase the purchase and holding of 
United States Defense bonds. 

Through the savings-bond program many people, for the first time 
in their lives, have become systematic and substantial savers. And it 
isa national thrift program which has paid impressive dividends in 
helping to keep our economy healthy and strong. 

The money which millions of Americans invested in savings bonds 
in World War IT was a potent influence in holding down inflationary 
pressures during the war years. ‘The some $200 billion in liquid 
savings which our people held at the end of the war—and savings- 
bond holding comprise da substantial part of it—gave them the cour- 
age Inthe postwar vears to go out and spend their current incomes, so 
that for the first time in our history after a war we were able to keep 








4 


our economy ona very high level. In the same way, the savings which 
our people make at this time are going to mean a healthier economy 
in the future when we have solved the defense problem and I hope 
the war threat 

I have emphasized adequate taxes and greater savings because these 
are the foundations of a successful fiseal policy during the period 
when we are readjusting our defenses to the realities of the present 
world situation. Essential as these two fiscal measures are, however, 
we cannot expect that they alone will do the whole stabilization job. 
We must have a restriction of credit to essential uses, the allocation 
of scarce materials, and various direct measures for assuring the 
stability of wages and prices. The job is a big one, but it must be 
done. 

Fortunately, we are well able to bear the added burdens called for by 
our need to defend ourselves against the communist threat. The 
American consumer has never before been so well supplied with both 
the necessities of life and the means for a comfortable living. By 
meeting our responsibilities now, out of the wealth of our present 
resources, we shall prepare the way for a strong and stable economy 
when the present emergency is over. 

I should like to turn now to the effect which the defense-mobilization 
program is having on the administrative operations of the Treasury 
Department and the appropriations necessary to effectively carry out 
the Department’s functions in the coming fiscal vear. 

The Treasury Department, as you know, is the financial arm of the 
Government and as such many additional demands are made upon it 
in servicing an expanding defense program. In the fiscal area, addi- 
tional demands are made in connection with the administration of new 
taxes and the processing of additional tax returns during a period 
when we are striving to increase the productiveness of our revenue 
system to meet increasing defense costs; additional demands are made 
as increasing amounts of coins and currency must be placed in cireu- 
lation and their use administered to facilitate the Nation’s expanding 
business transactions: additional demands are made in the services 
necessary to cover all Federal receipts into the Treasury, prepare 
checks issued by the Federal Government, and give a full accounting 
of public moneys, appropriations, and funds of the Government in 
a period of rapidly mounting defense expenditures; likewise, the 
increasing size and importance of the Treasury’s debt management 
and borrowing programs bring added burdens. 

In addition to the greater responsibilities which fall upon the 
Treasury’s financial service bureaus during a period of defense mobili- 
zation, there are added responsibilities in the nonfiscal area which 
must be undertaken by various bureaus of the Treasury Department. 
Among these are the added responsibilities of the Coast Guard in 
augmenting its training force of reservists and building up other 
defense facilities to adequate strength in this time of national emer- 
gency. Very much heavier 1 responsibilities also fall upon the Treas- 
ury e “nforeement agencies in carrying out new and enlarged activities 
related to the defense of our country. 
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As you know, the majority of the appropriation estimates — 
the Treasury Department presents before this committee each yea 
represent appropriations for a wide variety of contractual chilies 
tions and other items over which the Dep: tment has no jurisdictional 
control, These include such items as interest on the public debt, 
transfers to Government trust funds, and refunds of taxes and customs. 

However, in those areas in which the Secretary of the Treasury does 
have administrative control over appropriations—that is, in the sery 
ice functions of our various bureaus—we are making every effort to 
absorb, insofar as possible, the increased workloads necessitated by 
the defense effort. For it is my continued determination that the 
Treasury shall carry out its increased responsibilities in this defense 
emergency with the least possible cost to the taxpayers of this country. 

During my tenure as Secretary of the Treasury, we have carried on 
in the postwar vears an intensive management-improvement program 
to modernize our operations toward increased business efficiency and 
the reduction of operating costs wherever possible. From time to 
time I have reported to vou the very substantial savings that we have 
made. The details of these savings can be found in my previous 
annual reports to the Congress. I am glad to report to you that in 
the past fiscal year more than $8 million in additional savings have 
been made which are traceable to management improvements. ‘This 
was the dollar measurable effect. There was, in addition, a great 
improvement in service to the public that cannot be measured in 
dollars—an improvement that has extended throughout the operations 
of the Treasury Department. 

Some of the dollar savings in the past fiscal year were expended in 
performance of essential duties, such as unforeseen increases in re- 
sponsibilities and workload in revenue collection, law enforcement, 
currency printing, and coin production, and in the absorption of price 
increases during the past year on such items as supphes, equipment, 
materials, printing and binding. 

We will. of course, continue our efforts to reduce costs where we ean, 
to improve the efficiency of the Department, and to render better 
service to the public, Current activities and accomplishments which 
have been made in our various bureaus and offices under this manage- 
ment improvement program will be discussed later in connection with 
the specific appropriation requests for our various service functions. 

Despite the fact that the Treasury Department is today better 
equipped to meet the great demands which are being placed upon it, 
added defense-related activities, additional workloads, and pay in- 
creases authorized by Congress require some increase in appropria- 
tions, 

With your permission, I should like to insert in the record, at this 
point, a summary table showing our estimated requirements for 1953 
as compared with actual appropriations for 1952. 

(The matter referred to is as follows :) 
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Summary of annual appropriations for Treasury Department for 1952 and estimated 
requirements for 1953 


| Millions of dollars] 


Cause of increase (+) 
or decrease (—) 


. : Increase (+ 
Appropria- Estimates, : 











Deseription : <3 or 
tions, 1952 1953 dvironse (= Castel 
Pay All other 
increase 
REGULAR ANNUAL APPROPRIATIONS FOR 
OPERATING THE TREASURY 
1) Collecting the revenue 
Bureau of Internal Revenue ; $253.0 $305.0 + $52.0 + $24.8 +-$27. 2 
Bureau of Customs 37.5 41.8 +-4.3 +3. 2 +1.1 
2) Fiseal Service 
Bureau of Accounts ‘ 13.4 14.8 41.4 +1.) + 
Bureau of the Public 50.5 55.3 tS 2 +2 
Office of Treasurer of United States 21.1 22. 1 1.0 t 
Coin and Currency 
Bureau of Engraving and Printing 3.3 3.3 3.3 
Bureau of the Mint 1.6 5.8 1.1.9 1 2 +1.0 
(4) Other Bureaus 
U.S. Coast Guard 227.4 238. 9 11 s $10.7 
Bureau of Narcotics 2.5 23 +. 1 
Secret Service 3.6 3.9 +. 1 
Administrative offices of the Secretary 2. § i 2 2 +. 1 
Subtotal, regular annual appropri 
ations for operating the Treasury 619.4 693.0 73,7 +33 4 $40.3 
PERMANENT APPROPRIATIONS 
1) Interest on the public debt 5 850.0 6, 150.0 $200.0 $200.0 
2) Public debt retirements payat 
ordinary receipts and other 
requirements 620.1 619.9 24 ae 
(3) Replacement of personal pro 1 I 
(4) Interest on uninvested trust fun 51 1 ¢ ) 
5) Refund of moneys erroneously ree ! 
ind covered =~ ; 2 0 2.0 
6) Refunds and draw-backs, Custon 16.0 16.0 
7) Refunding internal-revenue collectior 2, 582. 0 2, 783.0 201.0 201.0 
8) Contributions for ul t S, 
White House Police and § ‘ 
Force 1 
Subtot perma ippre 
tior 1, 075. 4 », 675, 7 500.3 500. 3 
Ts 1 general and special proy tion 1 6048 10. 26S 74.0 { 10.6 
frust accounts 5, 700.3 5. G4Q, 2 +-OQR Y +9U8 4 
( 1 total i l 16, 267.9 &72.9 { 839.5 


Does not include anticipated deticieney, 1952, of $27,556,000 to cover cost of authorized 
pay increases 


2? Less than £50,000 


As you will see from this table, the total estimates for the Treasury 
Department for the fiscal year 1953 amount to $16,267,900,000, Most 
of this sum, as you are aware, represents appropriations for expen- 
ditures which are determined in amount by statutory and other obli- 
gations with respect to which the Treasury has no administrative 
control, For the fiscal year 1953, these items total 815.574.900.000, 
or about 96 percent of our total requirements. They include such 
substantial sums as interest on the publie debt. 86.150,000,000. trans- 
fers to Government trust funds, $5,999.200,000: and refunds of taxes 
and customs amounting to 82,799,000,000, 

The appropriations over which T exercise direct administrative 
jurisdiction are grouped in the first part of the table and amount to 
£693.000,000, This sum represents an increase of S73,700.000 over the 
appropriations for the fiscal year 1952. Well over 40 percent of this 
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increase Ms necessary to cover the cost of pay increases authorized by 
law for Federal employees. The remaining increase is |: urgely neces- 
sitated by increased workloads in collecting revenues and servicing 
the public debt and in implementing the militar v readiness program 
of the Coast Guard. 

I should like to take up separately the particular service functions 
of our various bureaus, and present a more detailed analysis of their 
individual appropriation needs. 


BUREAU OF INTERNAL REVENUE 


Approximately one-half of the regular annual appropriations, re- 
quested for operating the Treasury during 1955, or 8346,800,000, is 
needed to cover the cost of collecting the revenue. Of this amount, 
$505,000,000 is for the Bureau of Internal Revenue. 

The appropriation requested for the Bureau of Internal Revenue 
represents an increase of 852,000,000 over 1952. Of this amount, over 
$24,000,000 is to cover the pay increases authorized by Congress: the 
balance is distributed primarily for administration and enforcement 
of the new wagering taxes and for the tax-fraud drive on racketeers. 

The Congress has enacted legislation designed to raise about 
$70,000,000,000 in revenues during the fiscal vear 1953, the largest 
revenue collection in any single year of our history. The funds we 
are seeking to insure the collection of this vast sum represent forty- 
four one-hundredths of 1 percent of the total to be collected. There 
have been only 4 vears, since the establishment of the Internal Revenue 
Bureau in 1862, in which the collection-cost ratio was lower. The 
1951 figure was forty-nine one-hundredths of 1 percent. 

During the fiscal vear 147, the Bureau had more employees on the 
rolls than at any other time, either before or since. 

Since 1947, however, the Congress has assigned new and very sub 
stantial workloads to the Bureau in such forms as (a) an excess- 
profits tax, (4) extended soclal-security coverage, and (¢) the wager- 
Ing taxes. Moreover, population growth and the expansion of our 
national economy have resulted in close to 3,000,000 additional income 
recipients whose financial records become a part of the Bureau's work- 
load. ‘Phe actual man-vears available during 1947 were 58,026, as 
compared with the 63.248 man-vears we are requesting for 1955. Dur- 
ing 1947 we had | emplovee for each 2480 of our population, and 
collected $39,000,000,000 ; for 1953, we are asking | employee for each 
2465 of our population, and will attempt to collect STO,000,000,000, 

On each oceasion when T have appeared before you over the past 
several years T have told you with considerable pride of the great 
ogress Which was being made by way of management improvement 
in the internal revenue service. That progress has been largely re- 
sponsible for the fact that we have been able te handle the in- 
creasing workload in recent years. [Tam just as proud today as I 
ever have been of the Burean’s record in this respeet: and = just 
this week I have sent a comprehensive summary of this record in a 
letter to all Members of Congress. 

We are convinced, however, that management improvements alone 
are net enough. Changes of more basie character must be made 
to equip the Internal Revenue Bureau to meet ‘ts tremendous 
responsibilities. 
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It isa fact familiar to each of you that our Federal tax system has 
undergone revolutionary changes during the past decade. In terms 
of dollars collected, number of taxpayers, methods of collection, types 
of levies imposed, complexity of statutory provisions—or any other 
aspect that may be considered—the tax system of today bears scarcely 
any resemblance to that of 1940, In contrast. the basic structure of 
the Internal Revenue Bureau has undergone only minor modifications. 
The growth of the Bureau has been ‘accomplishe “l by distributing 
additional personnel over the old organizational framework. We 
are convinced that a thoroughgoing reorganization should no longer 
be postponed. 

he complete reorganization of a Bureau as large as the internal 
revenue service is exceedingly difficult. There is never a really 
“ood” time to undertake such a job. This is especially true of tax 
collection and enforcement work, where operations must be carried 
6u continuously and on schedule. Even though there is no ideal time 
to launch such a difficult program, it is most unlikely chat there will 
ever be any better time than right now. This is the phlosophy 
on which the timing of the President’s reorganization plan is based. 

There is, of course, another important consideration which gives 
additional support to the belief that the reorganization should be car- 
ried out promptly. I refer to the fact that there have been some 
breaches of trust by some Bureau employees. It is ironic that the 
vigorous efforts exerted by the fifty-odd thousand of loyal and devoted 
Bureau employees in collecting more revenue in 1951 than at any 
time in history, with a lower cost per dollar of collection than in the 
two preceding years, have been dimmed in the publie minds by the 
actions of a few unfaithful employees. This is bitter humiliation to 
the hard-working employees of the Bureau—men and women whose 
whole careers have been bound up in the revenue service, who have 
worked effectively and faithfully at relatively low salaries in the 
service of their Government. 

The Bureau is meeting the present situation by taking two types 
of remedial action. First, to reinvestigate the employees of the in- 
ternal-revenue service in order to screen out and discharge any who 
do not fully measure up to our high standards. Second, to make 
certain that there is no recurrence of the present situation. That is 
one of the fundamental goals toward which the President’s plan of 
reorganization is directed, Commissioner Dunlap will have the re- 
sponsibility of putting the plan into operation. The President and 
I assured him when he took offce that we will back him completely in 
his management of the Bureau. We are pleased with his accomplish- 


ments to date. 
SEVERANCES FROM THIS SERVICE 


I thing it would be interesting, Mr. Chairman, at this time to give 
you some facts about this. In order that this committee will have the 
factual background in reference to the severances from the service 
of internal revenue during the past calendar year, I have divided 
these cases into three categories: irregularities involving improper 
relations with taxpayers; embezzlements: and, a third category, all 
other types, such as misconduct or failure to comply with the rules 
or excessive absences, and so forth, purely routine disciplinary actions 
which are taken, 
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From January 1 to July 31, when Commissioner Dunlap was ap- 
pointed, there were 28 severances for irregularities involving improper 
relations with taxpayers; 8 for embezzlements; and 45 all other, or 
a total of 81. 

For that period August 1 to the time that the King committee be- 
gan operations, 8 were added to the first category, 1 to the second 
category, and 8 to the third category, making a total of 93 of all types 
up to that point. 

Since that time, September 10, 1951, there have been 36 in the first 
category (35 of these cases grew out of independent investigations 
undertaken by the Bureau of Internal Revenue), 6 in the second, and 32 
in the third, or a total of 74, making a grand total of severances, as 
has been publicly announced, of 167. 

I think it would be interesting to this committee to know that there 
was active work being done in straightening out these matters for 
some time. They were under thorough investigation by the Bureau 
itself before the King committee began operations. 

I am not raising this as a point now except for the information of 
this committee and to show that the Bureau was not wholly unaware 
of the problems and that they were trying to meet them. 

Mr. Gary. How do those severances compare with the severances 
of previous years / 

Secretary Snyper. They are considerably larger. When these 
things first came to my notice over a year ago, I called the Commis- 
sioner in and insisted that we make an intense, vigorous effort to try 
to straighten out any irregularities in the Department. So that the 
Bureau has been making a pretty intensive investigation and they had 
the files rather full on the cases of people under investigation who 
were later turned up and brought to pubhe hght. 

I just wanted to state that, as it is a matter of vital interest to the 
committee to know that all of these cases did not just suddenly pop 
up. 

As a matter of fact, the Bureau, at my direction and with the ap- 
proval of the President, gave the committee our entire files of every 
character to investigate. They had the advantage of being able to 
look into every part of the operation of the investigation by the 
Bureau and we have been giving them 100-percent cooperation, 

So what has developed is not surprising, because, if you went into 
any corporation or any other department of the Government and gave 
a committee that privilege, you would find interesting results. I do not 
know of any time when a department of the Government has been so 
open with a committee as we have tried to be. When this thing first 
started IT wanted it cleared up, without any question of lack of assur- 
ance that the committee would have every opportunity to dig into 
every phase of the operation. 

Mr. Canrietp. Mr. Chairman, for the purpose of continuity of the 
record T have just two questions to ask at this time, if I may. 

Mr. Gary. Certaimly. Mr. Canfield. 


CLASSIFICATION OF EMPLOY MENT 


Mr. Canriei_p. In the breakdown that you just gave us as to the 
number of severances, do you indicate anywhere the classification of 
employment, such as collectors or agents, and so forth ? 
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Secretary Snyper. No; but I will give you that. 

Mr. Canrieip, Because what IT have in mind is that the higher the 
echelon, the greater the crime. 

Secretary Snyper. As to the collectors, their removal was not re- 
lated to the King committee’s investigation. In other words, the 
committee had no part in bringing about the severance of any of those 
collectors. Those were all handled on the basis of the investigations 
of the Bureau. 

Mr. Canrietp. Mr. Secretary, perhaps this committee had some- 
thing to do with some of those severances. [ have in mind the investi- 
gation of this subcommittee in 1947, in which you gave us cooperation. 

Secretary Snyper. That is correct. 

Mr. CANFIELD. We pointed the finger at Mr. Delaney in Boston, and 
some Others. So it must have been more than a vear ago that you had 
notice; it was several years ago that you had notice as to those par- 
ticular cases. 

Secretary Snyper. This committee did investigate, and we went 
up there and cleaned the place out, so far as we found things. You 
recall IT mentioned in a report that this committee was very active in 
helping us. You will find that there are several of those people, whose 
names were brought out and who were in the Boston office, are now in 
jail, 

Mr. Canrieip. That is correct. There are some other offices, which 
I shall discuss later. 

Secretary Sxyper. This has been a continuing process. That is the 
thought that I was trying to bring out. 

Mr. Canrieitp. May IT say in passing, Mr. Secretary, tam sure that 
you know I have always had the greatest confidence in your integrity 
and T have admired the way that you have devoted yourself to your 
assignment. To my mind there is no man in public service in this 
administration more honest than John W. Snyder. But T think some 
of your subordinates have done you wrong, just as some have run out 
on the President of the United States. But T shall go into that a little 
later. 

[ have always held you in the greatest esteem and, as you know, I 
have spoken on the floor of Congress, when the regular appropriation 
hill was up, expressing my utmost confidence in vou. [still have that 
confidence. But I want to repeat that I think some of your subordi- 
nates have been most unfair and in fact disloyal to vou. Tam sure 
you Will agree with that. 

Secretary Snyper. Mr. Congressman, I deeply appreciate your 
statement. As you know, Lam accustomed to trying to take action and 
not resorting to alibis, or anything of that sort. 

Mr. CanFietp. Yes. 

Secretary Snyper. You gentlemen know that the Treasury De- 
partment has many responsibilities and we do have to delegate a 
great many of these operations in the various parts of the Treasury. 
I have never attempted to use any sort of excuses or alibis. I have 
a responsibility that T have tried to meet and [ think the record, if 
fairly gone into, will show that I did fairly try to meet it. Tam not 
trying to duck out with alibis. This matter is in the open and I 
think the record will show that Tam trying to take every possible 
step to put this on a very high plane and IT hope that your commit- 
tee’s finding will be to that effeet. 
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As members of the committee responsible for the Bureau's ap- 
propriations, you may wish to inquire into the circumstances sur- 
rounding the separation of some of its officials and employees. ‘The 
Bureau will provide you the record on any case in which you may be 
interested. The Bureau cannot at this time present all the budgetary 
details incident to the reorganization, inasmuch as these will be 
developed as the plan is put into effect. The estimates before you 
were prepared prior to the drafting of the reorganization plan. This 
plan, as T will tell you later, has been an evolution of a long study. 
It will be the Bureau's objective to use the funds appropriated to 
provide for a more effective revenue service under the rorganization 
than has heretofore been possible. 


BUREAU OF CUSTOMS 


An appropriation of S41.800000 is requested for the Bureau of 
Customs. This represents an increase of $4300,000 over the amount 
appropriated last year. The major part of the increase, or $3,200,000, 
is necessary to meet the cost of the pay increase, and the remainder 
to meet the continued increase in the volume of customs business. 

During the fiscal vear 1951, efforts were made to simplify pro- 
cedures and to make the most effective use of manpower. Further 
progress was made in inproving methods of weighing, sampling, and 
testing merchandise through the use of scientific statistical controls. 
These methods not only contribute to the conservation of customs 
manpower, but make it possible for importers to obtain the release of 
their merchandise more rapidly. Additional delegations of authority 
to field officers were made under the provisions of Reorganization 
Plan No. 26 of 1950, and have helped to increase the effectiveness of 
operations at the field level. For the first time in the history of 
Customs, also, a system has been developed to make administrative 
decisions on tariff classification binding to the fullest extent possible 
under existing law so that prospective importers and foreign exporters 
know in advance the correct rate of duty on merchandise which they 
contemplate bringing into this country. 

As vou know, the Customs Simplification Act, FL. R. 5505, was 
passed by the House of Representatives. If enacted, this bill will do 
much to remove impediments to international trade and travel and 
will simplify the administration of the customs service. 

Two projects were begun during fiscal year 1951 which will be put 
into effect this vear. An intensified field-inspection program has been 
developed which should insure continued management improvement 
and the effective utilization of Customs manpower. A revised pro 
cedure has been developed which will reduce the eXporter’s Cost of 
obtaining refunds of duty under the draw-back laws. 

The actual savings for the management-improvement program, 
approximating S175,000, for the fiscal vear L951, were applied to meet 
the continued merease in the volume of customs business. 

Again, TE want to pay tribute, as T have always done, to this com 
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of letters and complaints about this, that, and the other. Today we 
have an almost equal volume of letters of compliments and the com- 
plaints have largely disappeared. 

Mr. Canvien. Mr. Chairman, may I make a suggestion at this 
point ? 

Mr. Gary. Mr. Canfield. 

Mr. Canrietp. Mr. Secretary, may I suggest that when the Com- 
missioner of Customs comes before this subcommittee, that he have a 
detailed written statement, even as you are submitting today. In 
other years he has not followed that practice and we had some diffi- 
culty in developing a proper examination. 

Secretary Snyper. He has such a statement. Mr. Parsons tells 
me he will have one here when he comes up. 

Mr. Canrrevp. That is my own feeling about it, Mr. Chairman, and 
I assume it is yours, too. 

Mr. Gary. Yes. 

FISCAL SERVICE 


Secretary Snyper. IT should now like to discuss the requested ap 
propriation for the ‘Treasury bureaus grouped under the “Fiscal 
service.” These three Bureaus—the Bureau of Accounts, the Bureau 
of the Public Debt, and the Office of the Treasurer of the United 
States—together with the Bureau of Engraving and Printing and 
the Bureau of the Mint, represent the other major Treasury service 
organizations which have only a limited control over their volume of 
work. 

BUREAU OF ACCOUNTS 


The Bureau of Accounts maintains the central accounts of ap- 
propriations made by the Congress (except postal service), prepares 
financial statements of the fiseal transactions of the Government, 
operates a disbursing system for payment of obligations incurred by 
civil agencies of the executive branch, supervises the governmental 
depositary system, and performs a variety of other necessary fiscal 
functions. ‘The appropriations requested to cover the administrative 
expenses of these activities for the fiscal vear 1953 total S14.777,000. 
This is $1.352,000 more than was i ego for the fiscal vear 
1952, of which over $1,000,000 is required to pay salary increases 
authorized by Congress. The balance is due primarily to a larger 
volume of check-payments to be made in 1953. 

Without the economies resulting from the management-improve- 
ment program of the Bureau and the improvements effected under the 
joint accounting program, the requirements of the Bureau would have 
been over a half million dollars more than the amounts requested for 
1 The extension of the use of mechanical and other labor-saving 
de vit ‘es, such as transfer-posting, punch card and microfilming equip- 
ment, and improved addressing, check-signing and other machines, 
has been an important factor in this saving. In the Division of Dis- 
bursement, for example, the average production of each employee was 
60,000 items in the fiseal year 1951, an increase of 67 percent over 1944. 
This increase in production is reflected in the low unit cost of about 
614 cents for issuing checks which has been maintained over the past 
several years despite an increase of 60 percent or more in the cost of 

supplies. personal services, and other operating expenses. 
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Work under the joint program to improve accounting in the Federal 
Government, which was started by the Comptroller General, the Di- 
rector of the Bureau of the Budget , and myself 4 years ago, is now 
being carried on at the direction of the Congress under the Budget 
and Accounting Procedures Act of 1950. 

Comptroller ‘General Warren and [ have used the authority granted 
us in this act to simplify and improve procedures relating to the is- 
suance of warrants for the receipt, custody, and disbursement of pub- 
lie moneys. This was done by the issuance of three joint regulations. 
The new procedure under these regulations has eliminated a substan- 
tial amount of paper work in the several departments and agencies 
and has expedited making funds available for disbursement. 


BUREAU OF TILE PUBLIC DEPT 


The Bureau of the Public Debt is charged with the issue and re- 
tirement of all public-debt securities, with maintaining detailed pub- 
lic-debt accounts and with the intermediate handling of authorized 
transactions involving them. The appropriation requested for 1955 
to finance these activities amounts to $55,300,000, or 84,800,000 more 
than the amount available for 1952. Of this increase, 82,265,000 is 
required to meet the pay increases recently granted by the Congress. 
The balance of the requested increase, amounting to $2,535,000, is 
needed to meet the heavier workload resulting from the growing vol- 
ume of maturing series E savings bonds. 

Under the authority of Public Law 12 of the Eighty-second Con- 
gress, the Treasury has issued regulations permitting owners of ma- 
turing series KE savings bonds to retain them and to continue to earn 
interest for an additional 10 vears. From the limited experience of 
the first few months, which covers only a small volume of maturities, 
we anticipate that about 60 percent ef the maturing bonds will con- 
tinue to be held as a result of this offer. However, part of the large 
volume of savings bonds sold after Pearl Harbor is now coming to ma- 
turity, and the remaiming 40 percent expected to be presented for cash 
payinent at original maturity during the year represents a substantial 
increase in the workload of this Bureau. 

The savings bond program, in fact, accounts for 84 percent of the 
funds requested for this Bureau in 1953. LT have already noted that 
this program plays an important role in the maintenance of the Na- 
tion’s economic and financial stability: and Iam glad to be able to 
report that the E bond holdings alone of our people are at an all-time 
peak of 3484 billion dollars cash value. Despite the fact that well 
over SI billion of FE bonds matured during the past 8 months since 
the inauguration of the automatic extension plan, total FE bonds out- 
standing actually increased by $228 million dollars. 

Tam also glad to be able to report that in 1951, sales of S25 and S50 
E bonds—which are sold largely through the payroll savings plan— 
increased steadily throughout the year, while redemptions steadily de- 
clined. As compared with the previous vear, sar were around 15 
percent greater and redemptions were 2 percent less, 

The Treasury’s management improvement program continues to be 
vigorously pushed by the Bureau of the Public Debt and we expect 
further operational savings to be made during the coming vear. The 
electronic money counters, which I mentioned last year, have been put 
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into operation; and, while some operating difficulties have been en- 
countered, progress has been encouraging. It now seems that the full 
amount of savings previously estim: ited, : amounting to about $254,000, 
will be achieved during the fiscal year 1953. 

(Off-the-record discussion. ) 


ATTACK ON SAVINGS BONDS 


Secretary Snyper. Mr. Chairman, with reference to what has been 
said, may [say that we are going to try to have you better informed 
and to provide a better understanding as to just what is being done. 
Personally, | never am satisfied with the effort that is being done: I 
always think that there is room for intprovement, not only here but 
in other fields of operation. However the very fact such a program 
could not be carried out unless we had these volunteers is evidence 
that work is being done. The attack that has been made in the past 
years on savings bonds by the papers and financial writers is difficult 
to understand. Why they have highhghted their attack on savings 
bonds, instead of some other type of savings, is not easy to understand, 
because, after all, they represent the same dollars, but it is only the 
savings bonds that have been attacked. If you were in business and 
vou should have an attack leveled at your product like that which has 
been leveled at savings bonds, and then come out with an increase— 
with more sales—I[ am sure you would agree that somebody has been 
working. 

I merely want to say that a very fine job has been done in order 
to get out all of these engeag workers, who go out and spend days 
and weeks working with big, top industrialists. They do not. sell 
easily. [It takes a strong sales organization to get out the force that 
does the tremendous job that is being done: and, while it is not as 
e ‘tlective as we would like to see, | just wanted to say that T do regard 
the work that has been done as evidence of a fine job. This is indi- 
eated by the fact that we have at this time some 54.75 billion dollars 
of FE bonds outstanding. 

Mr. Gary. Mr, Secretary, that is the reason that during our off- 
the-record discussion I made the suggestion to vou that the Savings 
Bond Division present to this committee more detailed information 
concerning its program and activities than it has presented in past 
vears, 

Secretary Snyper. Tt is a sort of emotional operation of sales- 
manship. There is no precise formula that vou can lay down. | do 
know that it should be better presented : and we will try, tO the 
best of ourability, to provide you with better information, 

Mr. Gary. T think you have made a very fine presentation. 

Secretary Snyper. Thank you. 


OFFICE OF THE TREASURER OF THE UNITED STATES 


The Office of the Treasurer is the banking facility for the entire 
Kederal Government. Estimated requirements under this appropr in- 
tion for salaries and expenses for 1955 total 821.506.000, which ts 
SO00.000 more than ts avaliable for the current vear, Approximately 
S000 of this increase, however, represents finds hecessary to com- 
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and the balance is needed to meet increased work volume. While a 
substantial backlog of work will be carried into the new fiscal year, 
no provision is contained in the 1953 presentation for processing any 
such backlog. 

The currency situation has shown constant improvement since Feb- 
ruary last year, and continued improvement is expected. The Bureau 
of Engraving and Printing has increased deliveries; and, as a result 
of a reduction in unit costs effected by that Bureau, the funds pro- 
vided for 1952 will purchase approximately 24,000,000 more notes 
than originally contemplated. While the Treasurer’s estimate for 
1953 anticipates the delivery of close to 444 million more notes than 
during 1952, budgetary requirements for purchase of currency 
have been reduced S465.000 as a result of the reduced unit costs of 
manufacture. 

In estimating the possible effect of financial and military mobiliza, 
tion upon the Office of the Treasurer, T should like to call the com- 
mittee’s attention to employment in that office over the period before 
and during World War ff. The number of employees on this pay- 
roll increased from L478 on June 30, 1941, to 5.138 on June 30, 1944. 
The 1953 estimate provides for an average of 1.511 employees, or only 
30 above average employment for fiscal vear 1949. 

Only very real accomplishments by this office in effecting economies 
and increasing production has enabled it to avoid the necessity for 
a greater increase in its budgetary requirements. Efforts along these 
lines are continuing. Since the payment of Government checks re- 
quires nearly 70 percent of the total number of personnel in this 
Bureau, the greatest opportunity for improvement exists in connec 
tion with that operation. During the past year, for example, several 
sections of the Accounting Division were reorganized to handle in- 
creased work more effectively, and the adoption of new procedures 
end the substitution of punch-card cheeks for paper checks in eight 
additional accounts resulted in the handling of the increased work 
load with a reduction in personnel, 


COIN AND CURRENCY 


I come now to the two bureaus represented in the com and currency 
operations of the Treasury—-the Bureau of Engraving and Printing 
and the Bureau of the Mint—which are responsible for the manu 
facture of the Nation’s money. 


BUREAU OF ENGRAVING AND PRINTING 


No appropriation is requested for the Bireau of Engraving and 
Printing for the fiscal vear 1953, since Public Law 656 of August 4, 
1950, provided for placing the operations of the Bureau on a com 
pletely reimbursable basis beginning July 1.1951. 

I would like to point out that the Bureau has been actively partici- 
pating in the Treasury's management-improvenent program, Dur 
ing the current fiscal Vvear, for eximple, | he development of 2 specially 
formulated nonollset ereen ink for use in printing the “backs” of 
sheets of currency permitted the installation of an automatic device 
on the printing presses for rer OVINE the freshly printed sheets fron 


the plates. Phe adoption of these two muiprovements has eliminated 
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the need for about 530 employees and will result in recurring annual 
savings of approximately ¥1,658,000, These savings were taken into 
consideration in determining the unit cost rates for currency for the 
fiscal years 1952 and 1953. 

It is anticipated that, through projects now in progress, advances 
will be realized which will result in additional recurring savings in 
both manpower and the costs of operations. In this connection, inten- 
sive acvelionaiee! work is being conducted on an automatic machine 
for feeding sheets of currency paper to the printing presses, on the 
guillotine trimming of sheets of currency, on a nonoffset black ink to 
allow the use of the automatic take-off device on “face” printing of 
currency, and on other projects affecting Bureau operations as well. 


BUREAU OF THLE MINT 


An appropriation of 85,780,000 is requested for operation of the 
Bureau of the Mint during the fiscal year 1953. This is an increase 
of S11S80,000 over the amount appropriated for the current vear. 
The $4,600,000 appropriated for this year has been inadequate to 
supply coins in the quantities necessary to meet the extremely heavy 
demand. Although the mint increased its production substantially 
by hiring some additional emplovees, by working overtime within 
the limits of available funds, and by improving manufacturing 
processes, its output has failed to meet the requirements. Since the 
beginning of the current fiscal vear, the Federal Reserve banks and 
branches, to which coins are originally shipped from the mints, have 
frequently had to ration coins due to inadequate supphes. This un- 
satisfactory condition can be remedied only by increasing the mint’s 
output. Accordingly, a supplemental appropriation will be requested 
for the current year, and the estimate for 1953 has been increased in 
order to avoid a recurrence of the coin shortage. 

The other activities of the mint relating to the receiving of deposits 
of gold and silver bullion: the safeguarding of the Government’s 
holdings of monetary metals: and the refining of gold and silver bul- 
lion will be carried on at the same level during the fiscal vear 1953 
as during the current year. 

The story relating to the mint’s operations would be imcomplete 
without some reference to the results of the Bureau's management 
Improvement program, A saving of about a half million dollars was 
(flected during the past fiscal vear through about 25 separate im- 
provement projects in the three coiage mints. This savings, which 
was applied to the production of additional coins, resulted from such 
uuprovements as installation of magnetic strip gages on rolling mills 
and improved scrap cutters on blanking presses, the adoption of dif- 
ferent-type coinage ingots, improved methods of feeding blanks and 
coins to reviewing and counting machines, and more efficient methods 
of handling coinage materials. 


UNITED STATES COAST GUARD 


An appropriation of $238.850,000 is requested for the Coast Guard. 
('f this amount, 8196.250,000 is for “Operating expenses” to provide 
for operation of Coast Guard activities at substantially the same level 
as authorized by the Congress for the current fiscal year in the regular 
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appropriation and the supplemental appropriation. The latter, you 
will recall, was granted to provide a limited expansion to allow the 
service to man its facilities at a higher degree of miiltary readiness, 
and to extend its search and rescue services in areas overseas. The 
expansion program is proceeding according to plan and will be essen- 
tially completed in this fiscal year 

An increase of $2,150,000 over the amount appropr.ated for fiscal] 
year 1952 is requested for the Coast Guard Reserve program. ‘The 
Coast Guard will require $4,000,000 to train suflicient reservists to 
meet its ee in the event of total mobilization and transfer 
to the Navy, a situation the service is not now prepared to meet. 
The requested amount will permit the Coast Guard to increase the 
scope of the training program, with the objective of having an ade- 
quate ready Reserve trained by the end of fiscal vear 1953. 

The estimates for acquisition of facilities provide for the procure- 
ment of 19 airplanes to replace over-age aircraft now in service. 
Other items of acquisition are necessary to the maintenance of the 
plant establishment of the Coast Guard and have been carefully 
screened to assure that they come within the President's directive 
requiring that they be necessary to the defense effort. 

In the field of management improvement, the greater portion of 
material inventory has been brought under centralized stock control. 
Tocomplete the program, aviation and other miscellaneous inventories 
are currently being brought into the system. Monthly inventory 
and usage data resulting from this centralized control will tend to 
insure adequate distribution of material with a minimum of inventory. 

A new accounting installation has been completed throughout the 
service, and a comprehensive financial report is now being prepared 
each month to provide current cost-accounting Information for use 
in current operations and in budget preparation. With the adoption 
of a comptroller-type organization, under which: ts erouper doall fiseal 
activity, organizational improvements have been placed in effect to 
vain full advantage of this new tool. 


BUREAU OF NARCOTICS 


The requested appropriation for the Bureau of Narcoti s for thi 
fiscal year Tos is S2Z.790.000, an increase of SZ90000 over current- 
year appropriations. This increase includes $170,000 to meet the 
cost of pay increases provided by Public Law 201, Eighty-second 
Congress, and $120,000 to maintain the increased operating force and 
related expenses provided by the Supplemental Appropriation Act, 
1952. 

During the current vear, with the aid of additional funds pro- 
vided by the Congress and the assistance and cooperation enlisted 
from the States and cities, the Bureau of Narcotics has made re- 
markable strides toward the control of the illicit drug traffic. Many 
principal offenders, including key figures in the national and tlie 
international narcotic-drug traffic, have been apprehended and cor 
victed. The strengthened enforcement force and the sentences now 
imposed under Public Law 255, Eighty-second Congress, providing 
mandatory minimum sentences for second and third offenders in 
narcotic cases, are making some of the racketeers seek other pursuits 
rather than risk the lucrative illegitimate dealing. While this does 
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not eliminate the need for constant surveillance by narcotic. field 
agents, it is another step in reducing channels and sources of the 
iNegitimate drug supply. 

[I think that was a remarkable performance the other day, Mr. 
Chairman and gentlemen. Mr. Anslinger is certainly due a great 
deal of credit, because he has organized the local enforcement people, 
who are, after all, the ones who have to deal with the problem, and 
it is through hs leadership, guidance, and inspiration that they have 
done just a retaarkable job. 

Mr. Gary. They made over 500 arrests. 

Secretary Sxyper. Five hundred and thirty-one, I believe it: was— 
at least it Was more than 500, 

Mr. Gary. T read the account in the paper with a great deal of 
interest, and | hope that Mr. Anslinger will give us more details when 
he appears before the committee. 

Secretary Swxyper. He will be before the committee, and IT just 
wanted to draw that to your attention for discussion with him when 
he testifies. 

SECRET SERVICE DIVISION 


Por the Secret Service Division, we are requesting appropriations of 
S5.900,000. an inerease of $536,000 over the 1952 appropriations. 
Practically the entire increase, or S504,000, will be required to cover 
the recent salary increases authorized by the Congress. 

The United States Secret Service has accomplished a great deal in 
the past vear through a reorganization of its field force and the recruit- 
ment of new special agents needed to protect the President of the 
United States and to combat counterfeiting, forgery, and other crimes. 
The Secret Service had a backlog of IS.265 Cases at the beginning of 
the 1951 fiscal vear.and it received 46.345 new cases during the vear. 
lt isto the great credit of the approximately 220 special agents avail- 
able to investigate these cases that they completed 52,079 cases, arrested 
2.772 offenders, obtained convictions in 9S.8 percent of all cases that 
went to trial, and reduced the backlog of cases to 12.532 by t the end of 
the fiscal vear. One important factor in this accomplishment was the 
3.000 hours of voluntary, uncompensated overtime contributed by 
these investigators. ‘This overtime was the equivalent of 52 special 
agents, and illustrates the need for additional agents. This need 1 
also ilustrated by the fact that the case load at the present time 
averages about 50 cases per agent, or at least three times more than 
Ohe Investigator can handle efficiently. 


ADMINISTRATIVE OFFICES OF THE SECRETARY 


The last — ft should i - to discuss is S28.708.000 for the Office 


of the Seeretary Trea: ry. Th Is COVE rs the Oper ions of my 
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cal vear 1952, of which, however, nearly SZOO.000 Is to cover the 
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is Inadequate for the workload, the estimate for the fiscal year 1953 
includes a request for the restoration of 24.5 average positions. The 
restoration of these positions is essential for the eflicient operation of 
my office and will enable me to operate it at the minimum level 
required. 

That is the presentation, Mr. Chairman. 


PUBLIC DEBT 


Mr. Gary. Mr. Secretary, what is the present public debt / 

Secretary SNYDER, $259 billion. 

Mr. Gary. As of today? 

Secretary SNyper. Notas of today: because the day has not finished. 
But as of the day before yesterday. 

Mr. Gary. How much was that / 

Secretary Snyper. $259 billion, as of the first of the week. 

Mr. Barretr. $259.05 billion as of January 8. 

Secretary Snyper. As of the close of business on the Sth of Janu- 
ary, it Was $259,045,980,380.56. 

Mr. Gary. What is our debt limitation / 

Secretary SNyper. S275 billion. 

Mr. Gary. Have any recommendations been made to increase that 
limit ¢ 

Secretary Snyper. No, not at this time. We do not think there 
would be any likelihood of it being necessary before the next session 
of Congress. Front present prospects it does not look like there would 
be any deficit financing to the extent that it would exceed that amount. 
Of course, if any change should come we could come up here and 
recommend legislation before the Congress adjourns, but it does not 
look like that would be necessary at this time. 


INTEREST RATES 


Mr. Gary. Have there been any increases in interest rates since last 
year? 

Secretary Sxyper. Yes, on the short-term securities. We have not 
issued any long-term obligations, but the market has declined since 
the Federal Reserve changed its policy. So far, as far as the cost to 
the Government is concerned, there has been no change in the interest 
rate on the long terms. In the short terms, however, the rates are 
considerably higher than they were a year ago. 

Mr. Barrevr. The average rate is published in the monthly public 
debt statement. 

Secretary Snyper. The average cost. I was talking about the short 
term. The average cost to the Government a year ago was 2.209 
percent, and today it is 2.508. That is the average cost covering the 
long-term, the short-term certificates, savings bonds, and other types 
of obligations. The average cost is what vou were interested in. 

Mr. Gary. Yes. It has increased slightly ¢ 

Secretary Snyper. That is correct. 


COMPARATIVE COST OF INTEREST ON DEBT 


Mr. Gary. How does the interest on the public debt this year com- 
pare with last year / 
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Secretary Snyper. Well, the estimate for 1953 is up $300 million. 
As I said this morning—and I gave you the total that is in the budget 
for the fiscal year 1953—it is $6.1 billion—$300 million higher than 
1952. 


NEW POSITIONS FOR ENTIRE DEPARTMENT 


Mr. Gary. Haw many new positions are you requesting for the 

entire Treasury Department ¢ 
: Secretary Snyper. Will it be all right to refer these questions to 
technicians as we go along? 

Mr. Gary. Certainly. 

Mr. Parsons. The estimate is—— 

Mr. Gary. I have a table which Mr. Johnson has presented to me 
that shows the average positions under appropriated funds, fiscal 
vears 1951, 1952, and 1953, for each of the bureaus of the Department. 

4 Is that a correct statement of the situation ? 

Mr. Parsons. Including military personnel—that is the total. 

: Secretary Snyper. The question you ask was, How many more 
| people will be requested ¢ 

Mr. Gary. Yes. 

Secretary Snyper. Approximately 7,100 additional employees are 
requested, 

Mr. Gary. This table was compiled by the Treasury Department, 
was it not? 

Mr. Parsons. From the estimates submitted: yes. 

Mr. Gary. I would like to have this table inserted in the record at 
this point. 

(The table referred to follows :) 


Pe ee) 


Average positions under appropriated funds, fiscal years 1951, 1952, and 1953 
(actual and estimated) 


Actual aver- 


Estimated average positions 
| 
age positions — 








aie 1952 1953 
Office of the Secretary: Salaries and expenses . 547.3 485.3 490. 3 
Bureau of Accounts (salaries and expenses 
Bureau of Accounts 212.0 209. 0 
Division of Disbursement 2,929.0 3,012.0 
Bureau of the Public Debt: Administering the public debt , 887. 2 5, 119.3 
Office of the Treasurer: Salaries and expenses 1, 261.0 1,511.0 
Bureau of Customs: Salaries and expenses 7, 998.0 8, 244.0 
Burean of Internal Revenue: Salaries and expenses 7, 178.1 63, 248. 1 
Bureau of Nareotics: Salaries and expenses 382. 2 405. 5 
Bureau of Engraving and Printing: Salaries and expenses (1) (ty 
Distinetive paper for United States currency (*) (| 
Secret Service Division (salaries and expenses): 
Secret Service Division 394.0 434.0 433.0 
White House Police 114.0 170.0 | 166, 0 
Guard force 184. 0 138. 0 129.0 
Bureau of the Mint: Salaries and expenses ; 852.0 G89. 0 1, 273.0 
United States Coast Guard: 
Operating expenses cat 3, 134.5 3, 230. 5 3, 214. 1 
Acquisition, construction and improvements | 72.0 65.2 65. 2 
Reserve training 10.8 22.5 | 36.0 
Total civilian employees &3, 291.1 80, 382.0 87, 555.5 
Military 
Operatin 26, 940. 5 32, 332.0 | 35, 115.0 
Reserve ti 42.9 7&4 119.2 
Total, military personnel P 26, O83. 4 $2, 410.5 35, 234. 2 
Grand total_- ; = ; Se agde 110, 274. 5 112, 792. 5 122, 789. 7 
1 Estimated average positions to be paid from Bureau of Engraving and Printing fund (revolving fund 


for 1952 are 6,200 and for 1953 are 6,111. 
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Mr. Gary. According to that table, the bulk of the additional 
civilian employees will be in the Internal Revenue Bureau é 

Secretary Snyper. That is correct. 

Mr. Gary. And that figure is what / 

Secretary Snyper. It is about 6.000, 

Mr. Gary. Six out of the seven thousand. 

Secretary SNyper. Is for Internal Revenue. 


REORGANIZATION PLAN FoR THE Bureau or INTERNAL REVENUE 


Mr. Gary. Now, Mr. Secretary, ] wonder if you would give us a 
brief description of the proposed plan of reorganization. 

Secretary Snyper. [ will be happy to do that. In anticipation of 
your asking that question, I presumed to prepare a little statement, 
which I have here, and if Tmay T will present each member with a 
copy and read it into the record. 

Mr. Gary. We will be glad to have you do so, 

Secretary Snyper. This is a statement that I] have prepared on the 
reorganization plan for the Bureau of Internal Revenue, and reads : 

The revenue system of this country, which is. based on self-assess- 
ment and voluntary payment, is an essential foundation of our integ- 
rity as a nation, and of our ability to survive as a free, independent 
people. The one priceless ingredient of that system is the cooperation 
of our individual citizens in the provision of the revenues. Every 
one of us has a clear obligation to see that our great voluntary tax 
system is not undermined by corruption, favoritism, influence ped- 
dling, or any other misuse of the democratic processes as they are 
reflected in tax collection and tax payment. It is with this in mind 
that we are moving to correct the developments relating to breach of 
trust on the part of some employees of the Bureau of Internal 
Revenue. The reorganization program, T am convineed, will help 
to fortify the confidence of taxpayers in the integrity and competence 
of Bureau personnel, at every level of responsibility. 

Without discussing the reorganization plan in detail, I should like 
to review the primary purposes of the program, and the measures 
which we propose for putting them into effect. Four major changes 
in Bureau structure and policy are involved. These are: 

(1) We propose to make the Bureau of Internal Revenue a blue- 
ribbon career service. All positions under the Commissioner will be 
filled through the Civil Service Commission and on the basis of the 
civil-service merit system. This will make it possible to put into 
effect and maintain the highest standards of competence, integrity, 
and loyalty throughout the Bureau. 

(2) An inspection service independent of the operating services is 
to be created which will provide a continuing check on a day-to-day 
basis of the performance and conduct of all Bureau employees. ‘This 
service will function independently of the rest of the Bureau under 
an Assistant Commissioner whose entire duties and responsibilities 
will be concerned with the supervision and operation of the inspection 
branch. 

(3) Full responsibility for all field activities in a given geographi- 
eal district will be placed under a district commissioner, who will 
have a clear and direct line of authority and accountability to the 
Commissioner in Washington. In this way it will be possible to 
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streamline and greatly improv e the efficiency of the immense opera- 
tions necessarily involved in the collection of the revenues and the 
enforcement of revenue legislation. 

(4) Improved service and greatly facilitated opportunities for 
dealing with specific problems will be provided the taxpayer, since 
he will be able to look to the district commissioner or his local repre- 
sentative as the official in complete charge of all Federal tax matters in 
a given locality. 

First, | should like to discuss briefly our plan for strengthening the 
career-service features of the Bureau. It is proposed that the offices 
of the 64 collectors of internal revenue be abolished. All positions in 
the Bureau will be filled by Civil Service, except that of the Commis- 
sioner of Internal Revenue, who will be appointed by the President 
by and with the advice and consent of the Senate. ‘The Commissioner 
is responsible for the formulation of top policy with respect to tax 
administration and hence his position is exempt from civil service. 

Our purpose in strengthening the career service is to achieve an 
organization in which the key positions will carry the authority, 
the responsibility. and the salaries necessary to attract and hold the 
highest type of tramed public servant. ATL officials and other em- 
plovees of the Bureau of Internal Revenue would obtain and keep 
their duties and responsibilities under merit standards and perform- 
ance tests which take no account of political affiliation, There will 
be no blanketing into civil service of those now holding non-civil- 
service appointments. Like other officers and employees of the Bu- 
reau, all present non-civil-service appointees will be eligible for em- 
ployment or the holding of office only if they meet the standards set 
forth by the Civil Service Commission and only if another officer 
or employee or applicant meeting Civil Service Commission require- 
ments does not appear to be better qualified for the job. 

In addition to strengthening the career service, the reorganization 
plan, as T have noted, proposes the institution of an independent. in- 
spection service, the placing of full responsibility for all field activi- 
ties under a district commissioner, and the provision of improved 
service to the taxpayer within his own area. With respect to these 
last three purposes, in particular, T should like to emphasize the fact 
that the pregram is based on a realistic appreciation of the need for 
providing effective Government service first and foremost at the local 
level. If we are to have adequate tax collection and enforcement, 
the taxpaver must have direct access to responsible officials of the 
Revenue Bureau in his own area; and the local arm of the service, 
in turn, must be under continual scrutiny as to the quality and integ- 
rity of its service and must have an adequate degree of authority and 
responsibilty in dealing with taxpayers and tax problems in a given 
district. 

The inescapable fact is that revenue collection has become far too 
big a business for its many complex and diversified operating aetivi- 
ties in the field to receive effective direct supervision and coordination 
from Washington. Before World War Il—in 1940—the Bureau col- 
lected about 85 billion of revenue. This was a tremendous sum. But 
in the fiseal vear which ended on June 30, 1951, the Bureau colleeted 
over SO0 billion in taxes and other payments and received and proces- 
sed some 82 million tax returns. Internal revenue collections in New 
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York State alone amounted to over $9 billion in that year—con- 
siderably greater than the country-wide total in 1940, 

In fact, in terms of dollars collected, number of taxpayers, methods 
of collection, types of levies imposed, complexity of statutory pro- 

visions—or any other aspect that may be considered—the tax system 
of today bears scarcely no rese mblance to that of 1940. In contrast, 
the basic structure of the internal revenue service has undergone only 
minor modifications since that date. The growth of the Bureau has 
been accomplished by distributing additional personnel, new respon- 
sibilities, and new operating functions over the old organizational! 
framework, 

The first change in organizational structure which is evidently re- 
quired as a result of these deve lopments is an independent and strong- 
ly staffed inspection service, organized by districts, but entirely sep- 
arate in line of authority from the district operating offices of the 
Bureau. It is proposed that this service would have both the respon- 
sibility and the authority for detecting and investigating any ir- 
regularities, and would operate under an Assistant Commissioner 
whose entire duties would be concerned with the inspection of Bureau 
operations, 

The civil-service individual who would hold this high-level office 
would be completely and independently responsible for assuring the 
Bureau's integrity. He would organize and establish field inspection 
offices in each of the areas covered by the offices of district: commis- 
sioners. He would establish inspection policies and programs insur- 
ing adequate audits of all Bureau accounts and records, thorough ap- 
praisals of efficiency of all operating activities, and intensive iives- 
tigations of employee conduct. These reforms will provide a sound 
system to insure the integrity and honesty of all officials and em- 
ployees in the Bureau of Internal Revenue. 

In addition to the creation of an independent inspection service, 
the growth in revenue operations clearly calls for the delegation to 
district officials of authority and dompousibltiey for operating activi- 
ties. Under the proposed plan, there will be no more than 25 district 
commissioners. ‘The district commissioners, under the direction of 
the Assistant Commissioner (Operations), will have complete juris- 
diction within their respective areas of the following duties incident 
to the assessment and collection of taxes: (a) Distribution of all tax 
forms and notices, (4) receipt, audit, and investigation of all classes 
of tax returns, (¢) tax fraud work, (@) canvass for delinquent re- 
turns, (¢) assessment and collection of taxes, (7) Inspection of the 
production of distilled spirits and tobacco, (gv) the handling of all 
appeals from proposed assessments, 

Asa part of the plan for decentralization of operating activities, I 
announced on January S the establishment of revised procedures to 
expedite the prosecution of criminal tax-evasion cases. Under the 
new procedure, such cases no longer will be required to come to Bu- 
reau headquarters in Washington for review: but will be referred 
directly from the field by the district penal attorney of the Bureau 
of Internal Revenue to the Department of Justice. The Attorney 
General has agreed to cooperate fully in expediting such cases under 
the new procedure. 

The entire decentralization program means in effect that the dis- 
trict commissioner will supervise the presently widely scattered fune- 
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tions currently performed by the collector, the revenue agents, the 
special agents, the aleohol-tax inspectors and investigators and the 
members of the appellate staff. The plan provides a practical basis 
for complete coordination of all tax-collection functions at the local 
level. 

The district commissioners will carry out their responsibilities 
through direct-line-officer control over deputy district commissioners, 
with at least one such officer for each State, and in the more populous 
States more than one. The boundaries of the new collection districts 
will be based on an equitable distribution of the volume of tax returns 
filed in various parts of the country, using the fiscal vear 1951 as a 
guide, and on other relevant factors, such as the seographical proxim- 
ity of groups of collection districts to accessible cities chosen as 
headquarters. 

This decentralization of function and authority will make it possible 
to consolidate the audit and investigation of all classes of tax returns 
under one head in each area, thereby resulting in more equitable and 
uniform enforcement of each of the separate classes of taxes. It will 
establish a uniform appellate procedure for all classes of taxes, and 
will provide legal staff service in all principal offices. It will make 
possible a better utilization of personnel, since transfers, reassign- 
ments, and so forth, can be made by the district commissioner as 
among all classes of tax work within his area. It will be possible, 
also, to make more efficient use of manpower through the centraliza- 
tion at the district commissioner's level of certain mass operational 
jobs—such as tax-accounting work—common to each of the present 
local offices. The new alinement will also mean considerable savings 
in maintenance costs through the elimination of certain duplicating 
positions now required in connection with the separate field services; 
through the consolidation of files: through savings of rental and li- 
brary costs which can be realized by combining offices: through the 
better physical office lay-outs which will be possible under the new 
plan: and through a reduction of travel time of examiners as a result 
of the combined examination policy. 

Finally, I should like to review briefly some of the ways in which 
the fourth purpose of the reorganization plan—improved service and 
greater convenience to the taxpayer—will be served by the proposed 
program. First of all, at a single office the taxpayer will be able to 
obtain clear and concise answers to his particular problems in making 
out correct tax returns, and in transacting all matters relating to 
Federal taxes rather than having to contact a number of different 
branches of the service in matters relating to different taxes or dif- 
ferent problems as is true at present. 

Mr. Fernanpez. May I interrupt to say that they will not only be 
close to the taxpayer so as to give him clear and concise answers, but 
to give him authoritative answers, to speak authoritatively. 

Secretary Snyper. Yes; that is one of the principal reasons, so that 
the taxpayer will have someone to whom he can go and will not have 
to go to 10 or 15 different places. As it is at the present time, he may 
start to pay his tax and be told that he has a special tax case and will 
have to go across town to an Alcohol Tax Unit, or some other unit; 
therefore, we will be in better position under this plan, and the tax- 
payer will be better off, because we can advise him authoritatively. 
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The cost to the taxpayer of comaaphyiin with the tax laws should 
decrease, especially if he is in business, because the audit of the many 
Federal taxes to which he may be subject will be performed by a 
one-time audit of books and records by one examining officer, com- 
pared with as many as four different audits of books and records by 
four different officers today. Local convenience, moreover, will not 
be sacrificed in any way to coordination of services at the administra- 
tive level. As a practical matter the actual number of local suboffices 
and posts of duty already in operation for dealing with taxpayers 
may have to be increased to keep pace with increasing workload. 

In closing I should like to state that the proposed plan has emerged 
us the result of several years of intensive study of the operations of 
the Bureau by the President, myself, Treasury and Bureau oificials, 
private management engineering experts, the House Appropriations 
Committee staff, the advisory group of the Joint Committee on In- 
ternal Revenue Taxation, the Hoover Commission, and others. The 
plan is the culmination of a long series of operating improvements 
which Treasury and Bureau management staffs have put into effect 
during the past 5 years. The Bureau of Internal Revenue has ap- 
sroximately 57,000 employees at the present time, and the vast ma- 
jority of these employees not only fulfill the highest ethical standards 
of public office but have taken an active part in furthering the efforts 
to streamline and improve the efficiency of the Bureau’s operations. 
The present reorganization plan can build on this strong base. 

I have every hope that the new program will receive immediate 
favorable consideration in the Congress. We should like to proceed 
without delay to reshape our revenue system in line with the heavy 
duties and responsibilities which it must fulfill under the American 
system of individual responsibility for sound Government. 


TWENTY-FIVE DISTRICTS SELECTED 


Mr. Gary. Why was the particular number of 25 districts selected, 
Mr. Secretary ? 

Secretary Snyper. That seemed to be the proper distribution, geo- 
graphically, and also the work load based on the number of returns. 
We took the numbers and worked out the areas where the concentra- 
tions were, and it was a matter of a distribution both as to accessibility 
and as to the work load. 

Mr. Gary. What will become of the present 64 collectors ? 

Secretary Snyper. Those offices would remain in those cities. It is 
not a matter of closing the number of offices. There would be a 
deputy in those places; those offices must remain open for the benefit 
of taxpayers. 

Mr. Gary. A deputy commissioner ? 

Secretary Snyper. A deputy district commissioner under one of the 
25 district commissioners. But it is not a matter of closing any of the 
offices for furnishing service to the taxpayers. It is a matter of con- 
solidating the line of authority. 

Mr. Gary. As I understand, each of the present collectors would 
have to take a civil-service examination ? 

Secretary Snyper. They would have to qualify under civil service. 

Mr. Gary. They would have to obtain a civil-service status under 
a competitive examination; is that correct ¢ 
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Mr. Parsons. That has not been decided by the Civil Service Com- 
mission. I think the Commission will assume the responsibility for 
deciding or determining the manner in which the persons would be 
qualified for these offices. We felt the Civil Service Commission 
would be in best position to determine that. 

Mr. Gary. What would happen to the present collectors who already 
have permanent civil-service status? 

Secretary Snyper. That would have to be taken into consideration, 
Pam sure, where they have a civil-service status. 

Mr. Parsons. That would be determined by the procedure that the 
Commission would set up for qualifying men who have that status. 

Mr. Gary. The Civil Service Commission / 

Mr. Parsons. The Civil Service Commission would determine the 
manner, 

Mr. Fernanprz. Do you know whether that will be determined by 
new rules / 

Mr. Parsons. Existing rules and regulations, as they would apply 
them. In other words, we felt that we should leave to the Civil Serv- 
ice Commission the question of determining the best manner to get 
effective and efficient personnel, which will be selected from existing 
officials and other candidates. 

Mr. Fernanpez. Under existing rules and regulations and under 
rules that they may want to prescribe ? 

Mr. Parsons. That would be entirely in their hands: ves. 


DEPUTY IN EACII STATE 


Mr. Gary. As T understand it, you propose to have at least one 
office in each State / 

Secretary Snyper. You mean deputy commissioner. 

Mr. Gary. Yes. 

Secretary Syyper. Yes, a deputy commissioner, and there may be 
more than one. 

Mr. Gary. Yes: but there would be at least one such office in each 
State. 

Secretary Snyper. Yes. 

Mr. Gary. And some States would have additional offices 4 

Secretary Snyper. Some would have additional] offices. The number 
would be based on the State’s population. 

Mr. Gary. In other words, the plan does not contemplate closing 
any offices, but rather the abolition of the office of collector and the 
grouping of the various offices under district commissioners, with a 
deputy in charge of each of the offices in a district. 

Secretary Snyper. That is correct, and it may mean, for example, 
in cities such as Richmond, Va., we will be able to house the different 
units of the Internal Revenue Bureau together in one building, but 
it is not a matter of abandoning any offices. 

Mr. Gary. You mean the various activities would be put under the 
same roof ¢ 

Secretary Snyper. If it is feasible. In some cases it will be. 

Mr. Gary. I hope you will be able to work that out for the city 
of Richmond, because you now have offices scattered in widely sepa- 
rated buildings. 

Secretary Snyper. Yes. 
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Mr. Gary. And it is very difficult for the taxpayer who has to go 
from one section of the city to the other to visit these various offices. 
It also retards efficient operation of the offices. 

Secretary Syyper. I know that from experience, Mr. Chairman, be- 
cause I go around and visit these various offices, but eventually that 
is what ‘would be desired: that would be the idea of drawing them 
all together in one building. 


ACCOM MODATIONS IN POST OFFICES 


Mr. Steminisnki. May I make the suggestion that the post offices 
which are erected in the future provide accommodations for such 
offices. 

Secretary Syyper. That would be very fine, if vou would give the 
Internal Revenue Bureau an opportunity to see what kind of part): 
tions are put in. At St. Louis, for example, as you may know, the 
offices are seattered, and it is awfully hard to operate eiliciently. 

Mr. Gary. All of that is under General Services Administration 

Secretary Snyper. Yes. 

Mr. Steminsxi. It would be very helpful if such accommodations 
were provided. 

Secretary Snyper. In a Federal building, it would be fine. 

Mr. Gary. The trouble is now that the Post Office Department is 
expanding its operations in many places. For instance, it is making 
certain changes in some of its accounting units which require addi 
tional space, ‘and there is little, if any, space left in the post office for 
other activities. 


PROPOSED ORGANIZATION OF INSPECTION SERVICE 


You contemplate a separate organization for the inspection service. 
Under whom would that be ¢ 

Secretary Snyper. Mr. Hoppe—— 

Mr. Gary. T mean the title. 

Secretary Snyper. That would be an Assistant Commissioner, 

Mr. Gary. Assistant Commissioner of Revenue / 

Secretary Snyper. That is correct. An Assistant Commissioner 
here in Washington. 

Mr. Gary. ife would be under the Commissioner of Internal 
Revenue / 

Secretary Swxyper. That is correct, and would be accountable 
directly to the Commissioner. 

Mr. Gary. What set-up would you have in your Inspection Division 
under him? 

Secretary Snyper. The organizational set-up / 

Mr. Gary. Yes. 

Mr. Parsons, Do you mean the one we have today, or the new one / 

Mr. Gary. The proposed new one. 

Mr. Parsons. Under the proposed organization, the Assistant Com- 
missioner in Washington would be the responsible officer. Then, in 
each of the 25 distriets, there would be a chief inspector who would 
be responsible for the actual inspections in that district. Tle would 
operate independently of the district commissioner of internal 
revenue who, likewise, would report to one of the other assistant 
commissioners in Washington. 
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Mr. Gary. Is that along the lines of the postal inspection system ? 

Mr. Parsons. It would have the independence that the postal in- 
spection service has today. It would operate through another chan- 
nel, not through the operational channel. 

Mr. Gary. How are those inspections made today ¢ 

Mr. Parsons. Today the inspections in the revenue service are made 
by each of the specialized groups. The accounts and collections super- 
Visors inspect the collectors’ offices. ‘The alcohol tax supervisors in- 
spect the alcohol tax office. A revenue agent group in Washington 
inspects revenue agent offices, and so forth. ‘The new plan consolidates 
these groups. 

Mr. Gary. Would you abolish those individual inspectors ¢ 

Secretary Sxyper. They would be meshed—— 

Mr. Parsons. ‘They would be merged into this new organization. 

Mr. Gary. Under whom are the present inspectors 

Mr. Parsons. There is the coordination service of inspection, which 
was recently set up by Commissioner Dunlap and the Secretary, under 
Mr. Hoppe, and then in each of the units or divisions of the Bureau, 
responsible to the Deputy Commissioner, are his own inspection 
facilities. 

Mr. Gary. The difference would be, as T understand it, that your 
present inspection system is a part of the regular enforcement 
operation ¢ 

Mr. Parsons. Or collection operation, or whatever it is. 

Mr. Gary. Under the proposed plan it will be entirely separate and 
independent of collections ¢ 

Mr. Parsons. That is right. 

Mr. Gary. And will inspect the collection operations ¢ 

Mr. Parsons. That is right. 

Mr. Gary. Who is Mr. Hoppe, a new man? 

Mr. Parsons. No, he has been in the service many years. He has 
had a number of different types of assignments. His most recent one, 
prior to his present one, Was as a supervisor of accounts and collections 
at large. In other words, he has come up the ladder in the various 
parts of the inspection system of the Bureau. 


ESTIMATED COST 


Mr. Gary. How much is all this going to cost 

Secretary Snyper. This is something we just cannot estimate until 
we get it established. We have been working with the Bureau of 
the Budget and the Civil Service Commission to try to get it all tied 
together by the time the plan is ready to be sent to Congress, which 
will be probably in a day or two. But at the present time we cannot 
say. We think in the long run it is going to represent a saving by 
cutting out a lot of duplication, but initially it may increase the cost 
a little. 

Mr. Gary. Are your present budget requests based upon your pres- 
ent set-up 4 

Secretary Snyper. Yes. I stated this morning that they were based 
on the present set-up and not on the reorganization plan. That is, 
the budget that we presented this morning did not take this into 
consideration. 
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EARS 


Mr. Parsons. May I add something at this point, sir ¢ 

Secretary Snyper. Yes. 

Mr. Parsons. One thing we are confident of is that with the imple- 
mentation of this plan in time we know we will be able to eliminate 
what are now many duplicating service facilities. Where you have 
10 offices and 10 administrative set-ups in, let us say, the immediate 
New York area, and you combine those all into one, you are bound to 
——. some gain in terms of the elimination of the duplicate 
facilities. You would have 10 stoc krooms, and then you would wind 
up with one, so that you inevitably gain. We are confident that we 
will make considerable savings in that way. 


ADDITIONAL PERSONNEL NEEDED 


Mr. Gary. Do you think it will require a very much larger person- 
nel to implement your new proposed inspection service, or can you 
handle it with substantially the number who are employed under the 
present set-up ‘ 

Secretary Sxyper. Tam going to be perfectly frank with you. I 
think it is going to take more if we are going to do the job of riding 
herd on 57.000 people. Those are just plain fac ts, and I think we have 
got to face them. If you want to have these 57,000 people where you 

can be comfortable in thinking that things are going all right, then 
you are going to have to have more people in the inspection depart- 
ment. The trouble has been that our inspection department did not 
grow as rapidly as the personnel to run this great big organization that 
was built up in a few short vears. If you are going to inspect them 
properly, you are going to have to have more people to do it, and that 
would be true whether we go through with this reorganization or not. 
That was going to be one of the recommendations 3 or 4 months ago 
after Mr. Dunlap came in, as a part of our own Management-improve- 
ment program. We had already started on that. It was evident then 
that we were going to have to ask for more people in the inspection 
section. 

SUSPICION OF EMPLOYEES 


Mr. Gary. A news columnist the other day, after enumerating 
various disclosures that have been made by congressional committees 
and otherwise in Washington, asked the question at the end of his 
column, “Is there a single honest man today in the Government of 
the United States?” T understand that you, have 57,000 employees 
in the Bureau of Internal Revenue ¢ 

Secretary Snyper. Yes, sir. 

Mr. Gary. How many of those have come under any suspicion 
whatever in the various disclosures that have been made / 

Secretary Snyper. By “suspicion,” what do you mean’ We get 
anonymous notes; we get telephone calls—— 

Mr. Gary. I mean any reasonable suspicion. 

Secretary Snyper. It has been comparatively few ; has it not / 

Mr. Parsons. According to the statistics that the Secret: iy men- 
tioned this morning, 167 were actually discharged last year—— 

Secretary Snyper. Wait a minute. That was not all on account 
of dishonesty. Let us get that clear. Eighty-two of them were dis- 
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charged for dishonesty. The rest of them were for infractions of 
the rules and things of that sort. But only 82 out of 57,000 last year 
were found to be guilty of dishonesty to the point of severance. By 
“dishonesty” T mean, irregularity involving tax matters. 

Mr. Gary. Does that include all matters involving a breach of the 
publie trust 

Secretary Snyper. The 82 were the ones who were involved in a 
breach of the public trust. The others were discharged for personal 
things that did not involve dishonesty. They were just unfit for the 
job. 

Mr. Gary. Then the answer is about 82 out of 57,0007 

Secretary Snyper. That is correct. Do not forget that never has 
a Government operation had any greater scrutiny than this particular 
Department in the last vear, because we have run down every single 
intimation that came to the King committee. They turned them all 
over to us, or any that came to anybody in the Treasury, or to any- 
body else, that were turned over to us. Every single one of them has 
heen investigated. Normally you do not pay particular attention, 
for instance, to an anonymous telephone call, or something like that. 
Any individual may have a yen for some taxman or any other em- 
plovee, or it might involve any other person, not necessarily in the 
Government, but somewhere else. Tle may call up and make some 
insinuation. We have not let any of those go by, but we have tried 
io trace them all down to see if there was any root to them. The net 
result is what T have given vou, and T thought at the time that it 
Was important to give it to vou and I see now that it is even more 
Important. 

QUESTIONNAIRE SENT TO EMPLOYEES 


Here is something that you would be interested in: the question- 
naire that was sent out. Ido not know whether the members of your 
conmuittee saw it or not, but it was a pretty intimate questioning of 
the personal affairs of the emplovees. 

Mr. Gary. You mean sent out by the Bureau / 

Secretary Snyper. Yes. 

Mr. Gary. IT did not see it, but some of the employees in my district 
called me up and protested because they had to fill it out. 

Mr. Fernanpez. Al] 57,000 of them / 

Mr. Parsons. About 30.000 of them dealing with the public. 

Secretary Sxyper. We did not include stenographers, and so forth, 
but anyone who would have any dealings with the public, or would 
handle any of the funds, or handle any of the returns where there 
might be any chance of deviation. The number was 32,000, or more 
than 30,000 out of 57,000 employees. 

And out of all of those—they have all been checked now—one man 
resigned, There was nothing wrong with him, but it was just a matter 
of principle. He said he was not going to be quizzed like that, but 
we checked him anyway, and found there was nothing wrong with him. 
‘ Mr. Canrieep. Mr. Chairman, I do not want to interrupt until the 
conclusion of your examination, but IT do want to say this right at 
this point: 82 bad apples out of 57,000 is not a fair statement. Now, 
when Tsay that, agree that the bulk of the employees of the Bureau 
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of Internal Revenue are honest. I am sure they are. Yet, I must 
say also that I know taxpayers who have been approached and who 
have heard stories from others, who are afraid to come forward and 
tell their stories to people in Government, because they fear reprisals. 
I might add that they do not know you. Nevertheless they are afraid. 
So, I do not think that figure of 82 out of 57,000 is anywhere near 
accurate; and Lam sure you will agree. 

Secretary SNyper. Do you not think it is unfair to say that unless 
you can put something on the dotted line, that we can get at, Mr. 
Congressman ¢ 

Mr. Canrievp. Of course, but you do not know of the trouble that 
I had in getting a doctor to come forward to tell his fix story to the 
King committee. He was scared stiff. He said, “IT know what they 
will do to me. My name will get into the picture, and there will be 
repercussions and reprisals.” And IT understand that feeling on his 
part. 

He is just a plain, humble, ordinary citizen, and when he runs 
up against the Federal Government, as represented by the Bureau 
of Internal Revenue, he feels that he is up against a pretty big factor 
inoureconomy. And that is true. 

So, I do not think, as we go along here, that “s2 out of 57,000" is 
anywhere near an accurate figure. And Tam inclined to feel that 
you do not think so. And Tam inclined to feel also, as the situation 
develops, that there will probably be more: 1 do not know how many 
more. 

Secretary Snyper. You cannot run any business without running 
into that sort of thing. Last might I was sitting around the table 
with a lot of big-business men who run big organizations, and they 
said, “That is a problem that we are just up against every day of the 
year, 

Mr. Canrieip. That is true. 

Secretary Snyper. I said, “Well, what do you do?” And they 
said, “TTere is what we are doing, and that is all we can do.” That 
problem is going to be one in any business. You talk about intimida- 
tion: I do not know anything about that, but we certainly cannot 
mind-read about that. But that is going to be true any place you go. 
Do not forget that it takes two people to commit the crime of bribery, 
the briber and the bribee. And, unless there is some way of getting 
at it. L just do not know. 

Mr. Canrienp. T might document my case by telling you this, Mr. 
Secretary. | know of a news commentator who, back in 1947. when 
there were disclosures of Internal Revenue defalcations—disclosures 
by this committee—was afraid to discuss those because he said, *They 
were after me in yesteryear, and most certainly if I tell the story 
now they are going to be after me again.” That is unfortunate, I 
know, but it is true. 

Mr. Gary. What do you mean by “after” him / 

Secretary Snyper. Ido not know whether it is true or not. 

Mr. Gary. Do you mean that he had falsified his return and that 
na Was some question about his return, and they had investigated 
lim! 
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Mr. Canrieip. I do not say that. 

Mr. Gary. How were they “after” him? That is what I am inter- 
ested in. 

Mr. Canriecp. That is the phrase that he indulged in. They were 
questioning his income-tax returns. 

Mr. Gary. They question mine occasionally. Is that because they 
are after me / 

Mr. Canrieip. I probably could get that information about this 
person for you, if you want it. 

Mr. Gary. I cert: unty want it definitely understood that I am not 
condoning or excusing, In any sense, any misdeeds in the Government. 

Secretary SNYDER. certainly am not, Mr. Chairman. 

Mr. Gary. And I know the Secretary is not. But I think we 
ought to have the facts. IT want to know the extent of the improper 
conduct in the Department, and I know you do, too. 

Mr. Canrienp. Mr. Chairman, let us not be naive about this. You 
know as well as I do that 82 out of 57,000 is not a correct figure. 

Mr. Gary. They may not have discovered them all. 

Mr. Canrie vp. Of course. 

Mr. Gary. 1 do know that last vear Mr. Edgar Hoover made a 
statement that there had been more bank embezzlements than in any 
year in the entire history of this Nation. [know that we had a great 
many dise losures of unfortunate situations in several of our colleges 
and universities. disclosures that we were all ashamed of. which indi- 
eated a distressing slackening of morals in this country. I know we 
have had some ugly disc losures in connection with the Government 
and I think we ought to do everything we can to clean up the situa- 
tion from top to bottom. LT certainly am one who wants to do it. 

Mr. Canrieip. Of course you are. You are a student of history, 
Mr. Chairman, and you know that where tax collectors become cor- 
rupt 2 overhiments dec ay ana Lo down. 

Mr. Gary. I know it is bad and we cannot tolerate it for a minute. 


Mr. Canrievp. And the Secretary knows it and he is now moving 
in on it. 
Mr. Fernanpez. I take it, sir, that the gentleman from New Jersey 


means that it is Just not soni that out of 57,000 people only 82 
were dishonest ; and Lagree with him. Human nature is not yet such 
that out of any 57,000 people all are absolutely honest except 82 of 
them. 

Mr. Sieminskr. I think the Secretary said that 82 of this group 
were found to be dishonest. That is in the record. 

(Discussion off the record. ) 


ASSISTANCE FROM EMPLOYEES AND CITIZENS 


Secretary Snyper. Gentlemen, you have never heard me at any time 
refer to my group as lily white. And none of my people here would 
make such a statement. It would be a silly thing to say. But I 
am saying, with great emphasis, that we are doing our very level best 
to get at the roots of any part of it that is bad. That is what we are 
doing. 
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Again I say, Mr. Congressman, with all of the klieg lights on the 
situation, and with all of the openness that we have tried to give this— 
in fact, I said in a public address back in November that we would 
welcome any help that we could possibly get from the citizens; 
not only from other Government employees; not only from any of 
{hese operations, but also from citizens. And we got a lot of responses 
from them. ‘That is where we have gone to get some help in order 
to get at the bottom of these things. Of course, you are not gomg to 
have aman come in and say, “Well, Tam guilty. IT have been doing 
some tricks.” Somebody has got to come forward and say that he 
has been guilty of irregularities. I do not consider that that person 
is an informer, or anything of that sort. I think that a citizen is 
doing his honest duty if he reveals a fact that a Government employee 
is trying to take advantage of some other taxpayer. We want to 
insure that your taxes are given the same consideration that everybody 
else’s is given, and we have got to have people to do that, and it is not 
a matter of being considered an informer or anything like that. 

I want to assure you that any time I ever hear of anything like 
reprisals in a case of that kind, it is going to be an unfortunate thing 
for whoever is guilty of the reprisal. We are just not going to have 
it, at least while Lam in my present position. 


, 
a 


NUMBER OF EMPLOYEES 


appropriations, the number of employees actually on the roll or 
estimated to be on the roll on the dates specified. Will you verify 
that table and, if it is correct, insert it in the record at this point / 
Secretary Snyper. Yes, sir: I shall be glad to. 
(The statement referred to is as follows:) 
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RESTORATION OF CONFIDENCE IN GOVERNMENT 


Mr. Canrietp. Mr. Secretary, the President in his state of the 
Union address yesterday emphasized that first things must come first 
and Iam sure you will agree that one of the first is a restoration of 
confidence in Government. I say that because of the re ported sean- 
dals in the Bureau of Internal Revenue, and in the RFC; and inci- 
dentally, I am very sorry to see Mr. Symington leave his post as 
Chairman of the RFC, because I think that he, like yourself, has been 
trving to do the very best job that he could in Government. And I 
think he is ideally equipped to do that kind of job. 

Secretary Snyper. | thought so; I brought him down here, you 
know. 

Mr. Canrievp. All credit to you. 

Secretary Snyper. [think very highly of Mr. Symington. 

Mr. Canririp. I hate to see him leave Washington. 

The President said, among other things, that our own state of 
mind can defeat us. People want to know that their taxes are going 
for defense and for necessary expenditures of Government. 

When I say that, I have in mind a young internal revenue agent 
who called on me not long ago to tell me of some of his experiences. 
He was thinking of quitting his job. I believe him to be thoroughly 
honest. Tle said to me, “Gordon, I am trying to do the right kind 
of job, but as I approach my assignment [ run into situations like 
this. Iam out collecting an assessment of $100, Trap on the door 
of a taxpayer and he or she opens the door. I present my credentials 
and the taxpayer says, “Get out of here, you rascal; T do not want 
to see anybody from the Bureau of Internal Revenue’.” 

That is a bad situation and naturally it may affect the collection 
of taxes. 

Back in 1948 this subcommittee conducted an investigation which 
necessarily had to be cursory: but among other things it developed 
grounds for complaint of ineflicieney in the operations of the Bureau 
and pointed to outmoded and cumbersome procedures, which you have 
elaborated on today; and it made certain recommendations. One of 
the recommendations I shall read: 

The committee recommends the enactment of legislation whereby the appoint- 
ment of collectors of internal revenue would be removed from the patronage 
system and placed under civil service laws and regulations. This would be a 
major progressive step in the operations of the Bureau, even though the adminis- 
tration of the civil service system is badly in need of widespread improvement. 

Another recommendation by the subcommittee was this: 

It is recommended that the Commission on Organization of the Executive 
sranch of Government undertake a thoroughgoing analysis of the Bureau of 
Internal Revenue at the earliest possible moment. The great importance of this 
agency which collects the revenues for operating the Government requires that 
it be given the highest priority in the Commission’s program. 


A Member of the House of Representatives who incidentally hap- 
pens to be of the opposite party faith to mine, reported to me that up 
in Boston, the office was indulging in a maldistribution of cuts im- 
posed in that particular year and asked me to send investigators to 
check on the situation. IT did. Three men went up there and came 
back with a report that Fie pointed to skullduggery in the opera- 
tions of that office. 
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As you recall, several days of hearings were held here in Washing- 
ton. Ihave in my hand an article written rec ently by Ray Tucker, of 
the McClure Syndicate, commenting on that investigation. He said: 

Here are a few of the irregularities discovered more than 4 years ago in the 
recently indicted Mr. Delaney’s Boston office : 

1. Thousands of income tax returns were missing for the years 1941, 1942, 
and 1913. There was no adequute explanation for their disappearance, 

The books were so out of balance that income payments were not credited 
to taxpayers’ accounts. As a result, they were badgered with personal and 
embarrassing visits by Bureau agents, and by threats of legal action. 

The records of collections were padded and faked so as to give the Boston 
Office and favored officials a higher rating with their superiors at Washington. 

4. Promotions were based on the size of employees’ contributions to political 

committees and dinners. 
5. Six months after all funds were supposed to have been turned in $1,911 
in March of Dimes money was found in an unlocked cabinet file accessible to 
every passerby. This seemingly trivial incident interested the committee be- 
cause it was typical of the sloppy way in which the Boston and many other 
offices were run. Mr. Delaney was March of Dimes chairman. 

Nore. —Almost every “tip’ and “lead” for the Cantield inquiry came from 
honest Bureau employees shocked by their political superiors’ behavior. 

And I know that “note” to be true. 

Mr. Secretary, the record was submitted to vou and to the Attorney 
General and to the Civil Service Commission. As T recall, when you 
appeared before us in subsequent years, you and Mr. Schoeneman— 
who, incidentally, was a career man in the Bureau—you reported 
that those matters were being corrected. Do you not think perhaps 
more could have been done to correct these unfortunate situations 
prior to the disclosures by the King committee / 

Secretary SNypER. You mean in the Boston office / 

Mr. Canrietp, In the Boston office and T can go into other offices, 
if vou wish. 

Secretary Sxyver. There were certainly definite investigations go- 
ing on in several offices. 

Mr. Canririp. Several vears elapsed bet Ween these findings and the 
firmg of Mr. Delaney by the President. 

Secretary Snyper. I understand that is correct. [think the record 
shows that there were many investigations going on in many of the 
offices; is not that correct? What about the Boston office / 

Mr. Parsons. The story on Boston is that shortly after this period 
that you referred to, Mr. Canfield, a new supervisor was placed in 
Boston with instructions to put the house completely in order. He has 
been there now approximately 3 years. Boston today is considered, 
and has been for many months, one of the outstanding offices of the 
country in terms of its internal operations. It was a long process 
of picking itself up and getting its house in order, but that has been 
done and was done even a year ago. That is aside from anything 
involving Mr. Delaney personally. In other words, the Bureau took 
what fac “ilities it had to get that house in order, and it is in order and 
it is one of the outs standing oflices today 5 


COLLECTORS ASSOCTATION 


Mr. Canvietp. It was developed at that particular time, Mr. Par- 
sons, that Mr. Delaney, besides being the collector of intern: al revenue 
at Boston, was also president of what he called the Bureau of Internal 
Revenue Collectors Association. He described that as a fun-loving 


group. 
Is the Treasury aware of the activities of that organization today ? 
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Mr. Parsons. There is no such organization today. We have heard 
of that organization, but it is not an official one. 

Mr. Canrtevp. Has that organization been disbanded? You said 
that there is no such organization today. 

Mr. Parsons. It was never assembled under any official auspices, at 
least to my knowledge. 

Secretary Snyper. [ never heard of it until right now, sir. 

Mr. Gary. What was this organization ? 

Mr. Canrretp, Mr. Delaney, when he appeared before the subcom- 
mittee testified that besides being collector of internal revenue at 
Boston he was also president of what he called the Internal Revenue 
Collectors’ Association of the United States. And they had letter- 
heads. 

Mr. Parsons. The collectors themselves organized, as I understand 
it. There was no official auspices as far as the Bureau or the Treasury 
was concerned. 

Mr. Gary. Something like some of the postal unions? 

Mr. Canrtevp. Mr. Smyth, the collector at San Francisco, was 
secretary of that organization. 

Mr. Parsons. Yes. 

Mr. Canrtetp. You were aware there was such an organization ¢ 

Mr. Parsons. There was such an organization. 

Mr. Canrietp. As I understand, it has been disbanded. 

Mr. Parsons. I have no knowledge of its being assembled or being 
disbanded. 

Secretary Snyper. Let us find out about it. This is the first that I 
have heard of that. I do not know about it. It may have been per- 
fectly all right. On the face of it I can see no reason why they should 
not have an organization unless it was for some ulterior purpose. I 
certainly would not see any objection to a group of Congressmen 
getting together an association, or forming a little club. It has to be 
more than just the fact that they have an organization. 


THE KRAEMER CASE IN BOSTON 


Mr. Canrienp. I have a further notation in Mr Tucker’s article 
in which he discusses the Kraemer case in Boston. Mr. Kraemer. if I 
recall] correctly, was a collector who went to jail and was later par- 
doned by the President. 

This article says: 

Two Bridgeport deputy collectors refused to be coerced, and their complaints 
eventually reached the Treasury Intelligence Unit. Although Kraemer’s vio- 
lation of the Hatch Act was clearly evident he was not punished by his superiors 
in Treasury. 

The EBL and the United States district attorney, however, thought there was 
ground for action. So did the Civil Service Commission. On getting word of 
their investigation from Mr. Kraemer, Delaney swung into action. At a Wash- 
ington annual dinner of the Association of Internal Revenue Collectors, Mr. 
Delaney discussed “poor Kraemer’s plight” with Schofield, of Texas; Coyle, of 
Mr. MeGrath’s Rhode Island, and Smyth, of San Francisco. 

All agreed that they had to protect “poor Kraemer” against legal action for 
“doing what comes natural,” as Mr, Delaney phrased it before the House 
Appropriations Subcommittee. 

Mr. Delaney, who was then president of the association, which he described 
as merely a “fun-loving organization,” then went to bat for his fellow-collector 
at Hartford, and the man he interceded with to prevent judicial action was 
none other than Matthew J. Connelly, personal secretary to President Truman. 
Delaney wrote: 








38 


“Dear Marr: Yout may recall that T talked with you regarding Frank 
Kraemer, collector of internal revenue of Connecticut, and his difficulty. Frank 
called me this morning and informed me that his case has been referred from 
the Attorney General's office to the Office of the United States Attorney for 
Connecticut, who happens to be Adrian Maher. The Federal grand jury has 
not convened as vet in Connecticut, and Kraemer thinks that Maher will present 
his case to the grand jury for indictment when and if it convenes. 

“T do not know what you can do, but it does appear a shame that one of our 
hoys is to be penalized for doing what comes naturally. Will you let me know 
what I can pass along to Kraemer.” 

That is the end of the letter signed by Mr. Delaney. 

Then Mr. Tucker goes on to say: 

There is no evidence that Connelly ever intervened. But the mere fact that 
an internal revenue collector dared to write such a lawless letter to the secre- 
tary and confidant of the President of the United States shows what little regard 
for elementary morals exists at Washington and its political suburbs. 

Secretary Snyper. Are you going to put that columnist’s article in 
the record? Is it going in? 

Mr. Canrieip. That is in the record of the proceedings of this 
committee. 

Secretary Snyper. What did you find out about it / 

Mr. Canrieip. That record was sent to you and the Treasury; that 
record with this letter. Mir. Parsons knows that. 

Mr. Parsons. That was back in 19487 

Mr. Canrievp. That letter was in the hearings. 

Mr. Fernanpez. Mr. Chairman, I think that the record itself will 
show that it came from a column, but I think that it would be im- 
portant for the record, and the rest of us who are listening to this 
interesting testimony, that he give us the dates when this happened. 

Mr. Canrienp. The gentleman from New Mexico was not a member 
of the committee at that time. 

Mr. Fernanpez. When did this happen / 

Mr. Canrievp, In 1948, and it is in the proceedings of this com- 
mittee, 

Mr. Fernanpez. Was this column that you are reading from pub- 
Hshed in 1948 ¢ 

Mr. Canrienp. duast week. 

Mr. Gary. Off the record. 

(Discussion off the record. ) 

Mr. Canvirenp. Now, the Secretary of the Treasury has just told us 
that he did not know of this association. 

Secretary Snyper. Frankly, I did not hear of it. 

Mr. Canrireip. IT wonder if it is still in existence. 

Secretary Snyper. We will find out about that. 

Now, I think that IT should say that T said off the record that it was 
referred for appropriate action, The Congressman said that it was 
referred to the Treasury for appropriate action and to the district 
attorney and several other people. 

Mr. Canrienp. I was trying to develop that this record was certified 
to the various agencies concerned, including the Department of the 
Treasury, and in the subsequent year when the gentleman from Vir- 
ginia was chairman of this committee you reported to us, as Mr. 
Schoeneman did, that appropriate action was being taken in all these 
cases. 


Mr. Parsons. Yes. 
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Secretary Snyper. That is what Mr. Parsons has told you; that the 
oflice has been thoroughly cleaned up and that Mr. Kraemer went to 
jail. 


DELANEY FIRED 


Mr. Canrienp. But Mr. Delaney was not fired until this last year. 

Secretary Snyper. Was he not cleared by the investigation 

Mr. Parsons. At that time there was no evidence. 

Mr. Canrienp. That is interesting. Your investigation showed no 
evidence / 

Mr. Parsons. Of criminality, and that subsequently came out. 

Mr. Canrieip. Yet the President fired Mr. Delaney. 

Secretary Sxyper. The minute that I got the information upon 
which he was fired he was fired within 24 hours. There was no delay 
there. The minute I got the information he was fired. 

Mr. Gary. My recollection of that report is that the only reflection 
upon Mr. Delaney was the fact that he had left some funds he had 
collected for the March of Dimes loose in a filing cabinet in his office, 
which was discovered by the investigators. 

Mr. Canrir~p. Phat was not the only evidence. 

Mr. Gary. The only evidence against Mr. Delaney. 

Mr. Canrietp. No; Tamsorry. Turge that you review the hearings 
conducted, and you were present throughout all of them. 

Mr. Gary. I was. 

Mr. CanrFietp. We called in representatives from the Bureau who 
testified to lost records. ‘There were numerous complaints concerning 
that office. 

Mr. (VARY. Concerning the office, but the only thing dealing with Mr. 
Delaney specifically, as [ recall, was this collection from the March 
of Dimes. 

Secretary Snyper. That was my recollection, and that was referred 
to the Civil Service Commission for action. 

Mr. Parsons. For the alleged Hatch Act violation: that is correct. 

Mr. Canrieip. You certainly read the hearings we held. Is it your 
recollection that the only complaint against Mr. Delaney was regard- 
ing the March of Dimes® fund ¢ 

Secretary Snyper. Let me itemize the points raised here. 

The March of Dimes item was directly responsible to Mr. Delaney. 
The Hatch Act violations that were alleged were turned over to the 
Civil Service Commission, as required, for appropriate investigation 
and action. The condition of the office, that is, returns being lost and 
that type of thing, called for very prompt action on the part of the 
sureau and Treasury, and that action was taken and a new supervisor 
was transferred and the office put in order. 

Mr. Canrievp. There was substance for those complaints and you 
investigated them and acted thereon / 

Secretary Snyper. And they were met; that is correct. 


CONTRIBUTION LIST 
Mr. Canrietp. Do you recall that the investigators discovered that 
the payroll and promotion list in the Boston office carried code symbols 


after the name of each employee showing how generous he had been 
in party contributions ¢ 


41 












40 


Mr. Gary. There never was one scintilla of evidence produced be- 
fore this committee to show that that list had one thing to do with 
party contributions. 

Mr. Canrietp. Please let the witness answer. 

Mr. Gary. Lam answering because I distinctly remember that testi- 
mony. <A list was found in the desk of one of the employees with 
certain amounts listed after each name. He was asked why the list 
was compiled. He said he did not remember, but that as well as he 
could recall they asked him to indicate what the various employees 
might be expected to donate to the Red Cross, or for some war bond 
drive, or something of that kind. He definitely testified that the list 
had no connection whatever with party contributions, and there was 
absolutely no evidence to the contrary. 

Mr. Canrievp. I am the former chairman of the committee, and I 
was chairman of the committee when these hearings were held, and 
I have just as good a memory as the gentleman from Virginia. 

Now, I am asking the witness is it not true there was such a list ? 

Secretary Snyper. Would it not be better to get the testimony ¢ 

Mr. Canrietp. May Task Mr. Parsons? 

Secretary Snyper. You may ask him, but in fairness to him I think 
we ought to have the testimony. 

Mr. Parsons. I have read the testimony before your committee. 

Mr. Canrietp. Now let me state this: On February 25, 1946—and 
this is in the hearings—John E. Byrnes, then assistant collector, sent 
his chief, Mr. Delaney, this memorandum : 





In considering promotions in the field I thought you might like to have a list 
of employees who purchased tickets to the Hannegan reception. 

That is in the record. 

Mr. Fernanpez. Mr. Chairman, may I inquire whether the gentle- 
man from New Jersey is testifying, because he reads these things into 
the record and does not ask any questions except whether that is in the 
record. The record itself is the best evidence, and if he wants evidence 
as to whether or not it is in the record let him produce the record. I 
think that is the only proper way to proceed. 

Mr. Canrizip. Is the gentleman willing to have inserted in the 
record the pertinent hearings of this subcommittee / 

Mr. Gary. The hearings are already printed. 

Mr. Canrrevp. I am telling the gentleman from New Mexico that 
they are in the record. 

Mr. Fernanpez. Why ask the witness if you know they are in the 
record / 

Mr. Canriei_p. I am asking the witness what was done after these 
things were brought to the attention of the Department of Justice. 
The Secretary says there were a series of continuing investigations 
made and the picture in Boston was cleared up. Is not that your 
testimony ? 

Secretary Snyper. That is the best evidence that I have. I have a 
statement to that effect. 

You know, Mr. Congressman, that I have not been up to Boston and 
made a personal check. I am naturally having to take the evidence 
and statements of trusted employees, and I have been given to under- 
stand that office has been thoroughly cleaned up. 


SSS 


4] 
BUREAU TO COME UNDER CIVIL SERVICE 


Mr. Canrievp. Mr. Secretary, in this reformation that you have in 
mind, this reorganization of the Bureau of Internal Revenue, you 
suggest that all employees outside the Commissioner—the policy-mak- 
ing ‘oflicer—be put under civil service. 

Secretary Snyper. That is the plan. 

Mr. Canrtevp. Is it my understanding that reference was made to 
the present situation in the Post Office De partment? You do not have 
in mind a set-up similar to the Post Office Department 4 

Secretary Snyper. ] made no such statement. Somebody asked 
about the inspection. 

Mr. Canrienp. You see, in the Post Office Department we have civil 
service, but the appointments, as all Congressmen know 

Secretary Snyper. The only reference to the Post Office Depart- 
ment was with regard to the Inspection Division, and the question 
was asked would the inspection service be similar to the inspectors in 
the Post Office Department, entirely separate from the postmasters 
and everything else. That was the reference, as I recall it. 

Mr. Gary. T asked that specific question because we have had ex- 
perience with the Inspection Division, of the Post Office Department, 
and T inquired if your inspection unit would be set up along similar 
lines. 

Mr. Canrieip, And this inspection service that you have described 
in detail, would the head of that service be civil service and would his 
office be in the same office as the office of the Commissioner, or in the 
same building ¢ 

Secretary Snyper. It would be in the same building, I would pre- 
sume. 

Mr. Canrienp. But his activities would be wholly separate and 
apart ¢ 

Secretary Snyper. That is correct. Except for the Commissioner, 
he is accountable to no one else from there clear down to the field 
contact. Is that not correct ? 

Mr. Parsons. That is correct. 

Secretary SNypER. Nowhere along the line is he accountable to the 
district commissioner, or the deputy district commissioner, or any- 
where along the line, or anyone in Washington, except the Com- 
missioner himself. 

Mr. Canrieip. Lhappen to be one who does not think that the Postal 
Inspection Service is working too well, and I will tell you why—there 
is no rotation in that set-up. 

Secretary Snyper. We are not taking that as a pattern. 





ROTATION SYSTEM 


Mr. Canrietp. In the various post offices of the land you will find 
postal inspectors who have been in the post office for vears and years 
and years. Their eyes are supposed to be directed toward the activ- 
ities of the postmasters and those serving under them, and yet they 
are together with them day after day and night after night, and 
personally I think there should be some sort of rotation system, 

Secretary Snyper. To give you evidence of my belief in the same 
thing I can tell you of another office where [I limit the time a man 
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ean serve in one location to a certain number of years, and then he 
must be moved to another. That is being done in another bureau 
under the Treasury. I thoroughly believe in that, and IT am quite 
sure that that will be a part of this plan. In the last 6 or 8 months 
I started rotation in another office, moving people from one place to 
another in order to assure just the thing that you are talking about, so 
I think that it should be done. In private banking IT did that with 
the bookkeepers—never let the same man run the same set of ledgers 
over a certain length of time. That is a protection to the man himself 
from being influenced. You remove the temptations that come. 
When you get right down to the basic part of it that is a service that 
you are doing your employees—to help remove the temptations from 
them. There is no way of legislating honesty into an individual. 
You just cannot do it. Soe vou, as his employer, have, T believe, a 
certain amount of responsibility to lessen the temptations for him, and 
Lthink that rotations are a proper way. 

Mr. Canrietp. Commissioner Schoeneman was a career man, Was 
he not? 

Secretary Snyper. Forty-some-odd years in the service. 

Mr. Parsons. Forty-three. 

Mr. Canrieip. Is the new Commissioner, Mr. Dunlap, a career 
man é 

Secretary SNyper. He was out of the service a while as a brigadier 
general in the Army: otherwise, he came up all the way. 

Mr. Forry. Since 1933, 

Mr. Canrietp. Mr. Secretary, is the Treasury Department cur- 
rently preparing a new tax bill at the request of the President ¢ 

Secretary Swyper. No. You know, Mr. Congressman, that 365 days 
out of the vear we have a technical staff that is constantly reviewing 
every type of tax. You asked me if we were working on a tax bill as 
such, or any framework of a tax bill. Weare not. But we are always 
reviewing every type of tax that is in operation to see whether or not 
it ought to be amended or improved, or in what fields there might be 
a tax if some day we are called upon to come up with a tax bill. I 
want to be perfectly frank about that. In case you happen to hear 
somebody sayv—“Well, we are thinking about that in the Treasury 
Department” —it is not with the idea that we are now framing a tax 
bill, but that we constantly have under review all types of approaches 
to additional revenues. 


NEW TAX BILL DOUBTFUL 


Mr. Canrienp. Mr. Secretary, Speaker Rayburn made a statement 
tothe press vesterday that he doubted very much that Congress in this 
second session of the Eighty-second Congress would pass a tax bill, 
If no tax bill is passed, will that present quite a problem to the 
Treasury ¢ 

Secretary Snyper. Yes: it will present a problem if this budget that 
is coming up here shows a deficit over present revenues. — Deficit 
financing is always a problem for the Treasury. It is a much sim- 
pler problem for the Treasury to manage the debt on a balanced 
budget : and certainly, if there is a deficit, it does present us with prob- 
lems, because we have to go out after new money over and above 
refundings. 
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Mr. Gary. What is the estimate of the deficit at the end of this 
year—the latest estimate / 
~ Secretary SNypeER. $7,500,000,000 for 1952, the fiscal year. 
Mr. Haas. That is the last estimate, but that may be revised. 
Secretary Snyper. They understand that, but that is the figure as 
of this minute. 
TAXES IN SOVIET UNION 


Mr. Canrienp. In answer to one of my questions, Mr. Secretary, 
last year you presented a very interesting statement on the way the 
Soviet Union raises its revenue to build up its vast military estab- 
lishment. As I recall, you pointed out they had a terrific sales tax. 
Do you know of any changes im their program 

Secretary Snyper. L would like very much to have the privilege of 
double-checking the transcript on this, 

Mr. Canrienp, Certainly. 

secretary Snyper. LT saw the other day a eulogistic sort of article 
about the fact that—and, as a matter of fact, P think some very relia- 
ble people in our country are using it—they had put a ceiling on the 
amount of taxes that an individual could be taxed in Russia. Of 
course, on the face of it that sounds awfully good, but what is the 
celling you are putting that limitation on? If the man is not getting 
anything much to start with, if his salary base is so low, it would be 
such that it would leave him a bare, miserable existence—getting 
alone on what he las left. As ] incderstand it, they do have a ceiling 
on direct taxes, and it sounds aw fully vood in their press, in then 
mut when vou come right down to it the individual is left 





propaganda, 
with very little substance after he has taken care of all the concealed 
and indirect taxes in his purchases, which are not subject to any ceil 
ingon the anount paid by an individual. 

Mr. Gary. There isa natural ceiling. You cannot take away from a 
man more than he has / 

Secretary SNyper. That was the point that Twas trying to make. 
It sounds awfully good when quoted. I think the ceiling is 13 percent 
for direct taxes, or something like that, but 13 percent of nothing is 
not very much. TL would like to check this testimony very carefully 
and to submit a brief statement on this matter. 

(The statement referred to follows:) 


STATEMENT ON U.S. S. R. TAXATION 


In 150. according to the best information available to the Treasury, something 
like 7O percent of Government receipts in the U.S. 5. R. was obtained from: in 
ternal indirect taxes. This means that the workers were paying heavy taxes in 
indirect forms. On the average, somewhat more than half of the price of con- 
summers” goods is accounted for by these indirect taxes, Something less than 10 
percent of total receipts came from direct taxes on the population, and the re 
miinder from other sources, such as customs receipts, borrowing, and miscel- 
laneous revenues. 

In 1950, it is understood that the direct tax on workers was limited to 13 per- 
cent on incomes in excess of 12,000 rubles per annum, The professional groups, 
however, paid direct taxes at the rate of 55 percent on annual income over 70,000 
rubles, and shopkeepers and certain other groups paid up to 65 percent on 
incomes exceeding 70,000 rubles a year. So far as is known, significant changes 
in the structure of the direct-tax system have not taken place since 1950, 

The current official exchange rate is 4 rubles to the United States dollar, but 
this is considered quite unrealistic as a measure of the real purchasing power of 
the ruble as compared with the United States dollar, 
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Mr. Canrrevp. I understand the Treasury Department has moved 
into this Red Chinese blackmailing of ¢ ‘hinese i in our country. Do you 
know about that, where the Chinese Communists are e xtorting funds? 
That is being stopped by the Treasury Department ; is it not! 

Secretary Snyper. Yes: that is a matter under the operation of 
the Foreign Assets Control Division. 


NUMBER OF ENFORCEMENT OFFICERS 


Mr. Canrieip. Getting back to the Bureau of Internal Revenue, I 
asked the budget officer to give me the number of agents that you had 
in the fiscal year 1945, the enforcement agents. Alsc, the number 
you had on the rolls on November 30, 1951. He reports that in 1945 
you had 19.376 enforcement agents. In November 1951, you had 27,- 
391. You did not give the number that you are asking for in your 
present request. You gave us the amount of money but not the num- 
ber of — Do you have the number of agents 

Mr. Jonnson. I do not have the number at the moment, but we can 
furnish it for you. 

(The information referred to follows :) 

The 1958 estimate for the Burean of Internal Revenve provides for the em- 
ployment of 5,552 additional front-line enforcement officers. This total, broken 
down by classes of positions, is as follows: 


Deputy collectors : eee ee 
Internal-revenue agents wa —s .. 14,3638 
Special agents : S09 
Alcohol-tax investigators. 3 3 . an ke 155 

Total_ Be . ; . 5: 562 


Mr. Cae: or the aiid. 

(Discussion olf the record. ) 

Mr. Canrieip. T have heard that it is somewhere between 5,000 and 
7,000. Are those figures anywhere near correct / 

Mr. Parsons. 7,000 is the total. 

Mr. Jomnson. They are not all enforcement officers ? 

Secretary Snyper. That is the total. 

Mr. Canrtevp. For all personnel ¢ 

Secretary Snyper. Yes. 

Mr. Gary. And, of the 7,000, approximately 6,000 are for the In- 
ternal Revenue Bureau ? 

Secretary Snyper. But that is for the entire Internal Revenue 
Bureau and is not necessarily all for enforcement. officers. 

Mr. Gary. That is right. 

Secretary Snyper. We will get that information for you. 

Mr. Canrievp. You have 64 collectors; is that right ? 

Secretary Snyper. That is correct. 


AGE OF COLLECTORS 


Mr. Canrieip. Do you know, perchance, the average age of these 
collectors ¢ 

Secretary Snyper. We can find that out for you from our personnel 
records. 

Mr. Canrievp. Do you know the age of the oldest collectors ? 

Secretary Sxyper. We have one up around 70 years. 






Mr. Parsons. I think there are a few over 70. 
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Mr. Canrievp. Is there one over 80? 


Secretary Snyper. Possibly. 


for the record. 


(The information referred to follows:) 


Districts 


Alabama 
Arizona 
Arkansas (acting 
First California (acting 
Sixth California 
Colorado 
Connecticut 
Delaware 
Florida 

Georgia 
Hawaii... 
Idaho 

First Illinois 


Fighth Hlinois 
Indiana 
Kansas 


Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michiga! 
Minnesota 
Mississippl 
First Missouri 
Sixth Missouri 
Montana 
Nebraska 
Nevada 

New Hampshire 

First New Jersey 

Fifth New Jersey 

New Mexico 

First New York (actir 
Second New York 

Third New York 
Fourteenth New York 
Twenty-first New York 
Twenty-eighth New York 
North Carolina 

North Dakota 

First Ohio 

Tenth Ohio 

Eleventh Ohio 

Fighteenth Ohio 

Oklahoma 

Oregon 

First Pennsylvania 
Twelfth Pennsylvania 
Twenty-third Pennsylvania 
Khode Island 

South Carolina 

South Dakota 

Tennessee (acting 

First Texas 
Second Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 

W voming 


Ps kccecccas as 


Name 


Davis, William F 
Stuart, William P 
Godwin, Olin S 
Mausarik, Charles I 
Riddell, Robert A 
Nicholas, Ralph 
Fitzpatrick, John J 
Killen, Ernest E 
Fahs, John L 
Allen, Marion H 
Alsup, James M 
Wright, Calvin E 
Jarecki, John T 
Dallman, Vincent Y 
Cripe, Ralph W 
Jeck, George G 
Brodrick, Lynn R 
Glenn, Seldon R 
Donnelly, Chas. A 
Clauson, Clinton A 
Hofferbert, George 
Foley, Roger M 
Kavanagh, Giles 
Kelm, Elmer F 
Fly, Fugen 
Gunn, Donald 
Lockhart, Harold A 
Robinson, Thomas M 
O’ Malley, George W 
Caffrey, Edgar P 
Keefe, F Clyde 
Campbell, Addington B 
inning, John E 
Vidal, Steven P 
Hoffman, Henry L 
MoMahon, Denis J 
Dowling, Monroe D 
Sturr, Walter R 
Shaughnessy, Frank J 
MeGowan, George T 
Gill, Edwin M 
Lamb, James S 
Gallagher, Thomas A 
Quinlivan, John J 
Busey, Harry k 
Carey, Thomas M 
Hinds, Herbert I 
Farle, Hugh H 
Smith, Francis R 
MeDonald, Joseph ¥; 
Granger, Stanley 
Coyle, Farrell D--.. 
Bowers, William P 
Kasper, Thomas C 
McCann, Early M 
Seofield, Frank 
Campbell, Ellis, ir 
Korth, William J 
Richardson, Sam FE 
Crenshaw, Stuart L 
Squire, Clark 
Yoke, F. Roy 
Jonas, Osear M 
Clark, Frank G 
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TOO MUCH TIME ON SMALL ASSESSMENTS 


Mr. Canrievp. Mr. Secretary, one of the complaints I get at home, 
and wherever I go, concerning the activities of the Bureau of Internal 
Revenue, is that too much time and effort appear to be spent in col- 
lecting assessments ranging from 825 to Sd0; and, of course, from the 
recent revelations, those taxpayers are terribly upset, thinking, of 
course, that the big fellows are getting away and that they, the 
little fellows, are being harassed. I discussed this with Mr. Schoene- 
man last year, and possibly the year before; and he emphasized that 
the stress was being made on the larger collections. Will you coniment 
on that ¢ 

Secretary Swxypver. No. 1, 1 would like to see the so-called big tax- 
pavers’ numes that are getting away with something. With regard 
to each one of them that has come to my attention and been run down, 
there is no evidence that they are getting away with anything.  State- 
ments have been made, but upon check it has been found that they 
have been properly dealt with. 

We cannot neglect any part of the tax collections. Let us take a 
look at the record. You just do not make the size collection that the 
internal Revenue Bureau has been making at the cost they have been 
operating on unless it is a good operation. Of course, vou are going 
to have some weak spots. 

Mr. Canrienp. In all fairness, T said that last vear on the floor of 
the Tlouse. 

Secretary Swyper. Tt istrue. Tt is not the little ones. It takes some 
pretty big collections to make up that total. 

Mr. Gary. Is it not also true that most of the cases that have been 
publicized have been criminal cases and not collection cases 4 

Secretary Snyper. All of them. TP think, have been criminal cases, 
eases that involve litigation, and the long matter of building records 
and pinning it down so that the courts could come up with a conviction. 

Mr. Gary. In all of those cases the proper revenue has been col- 
lected, but it was a question of criminal prosecution in the courts: is 
that correct / 

Secretary Snyper. That is my recollection, but T would like to have 
the specific cases double-checked. Ido not want to make a broad state- 
ielit and say, “Well. you snd sO and-so.” ] would like to look at 
each one. Generally, as T understand it, each one that has come to my 
attention that [T have seen in the papers, or heard stated, [T have had 
them all run down and T have found no case in which the tax part of 
it got away. There is a proper collection of taxes. There is one case 
where the criminal action did get away because of the statute of limi- 
tations, but that did not leave any taxes. Is that not correct / 

Mr. Forey. May I make an observation? IT hear just the opposite 
in my experience. T know a lady who says that her tax return has 
been audited every year, and she is being asked to pay additional 
assessinents, or that there are fluctuations between her return from 
one year to the other. She says, so far as the little fellow is con- 
cerned, perhaps he is getting away with murder, which makes her 
mad, because she says that she has a houseman who takes care of 
the yards, the lawn, and so on, and every time she asks him for his 
social-security money, so that she can report. how much she has paid 
him, he does not show up, and when she tries to find out where he 
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went the place where he was living does not know where he lives and 
she has to get someone else. 


SUPPRESSION OF NARCOTIC TRAFFIC 


Mr. Can¥Fietp. Mr. Secretary, Tam glad to hear you pay what I 
think is a very deserved compliment to Mr. Anslinger and his small 
band of agents for the wonderful job they are doing in suppressing 
illicit narcotic traflic in the United States. I think that they are 
putting the fear of God into the hearts and minds of those people 
who are polsoning young ones, 

Secretary Snyper. And we have to give credit to the Congress, to 
you folks who gave us a law with some teeth in it. We were not 
Armed with that before. He has made full capital of that. 


PORT SECURITY PROGRAM 


Mr. Canrivtp. Tam glad, too, Mr. Secretary, to know that you are 
coming in and making what I believe to be a modest request for addi- 
tional funds for the United States Coast Guard Reserve. I just came 
back from Panama and Tam terribly interested in this problem of 
port security and to meet it presents some awful problems. 1 am 
nundful of the fact that the Coast Guard is doing all it can to make 
our ports safe in these days of atomic bombs. 


CUSTOMS BUREAU 


Now, the United States Customs. TE have a letter that came to me 
in the summer of 1951 from a collector at New York in which he 
says. 

While we collected approXimately 50 percent of the revenue and have about 
one-third of the personnel, the Bureau of Customs is more or less up against 
it because of the interior and border ports where they have a limited number 
of personnel that cannot be reduced. Consequently, the New York Customs 
District has to tuke the brunt of any reduction in force imposed by the Con 
2TeSS, 

The set-up there in New York is forever saying they are in trouble. 
I wonder, Mr. Secretary—-and of course this will require the per- 
mission of the chairman—if it would be appropriate to have the col- 
lector, or one of lis representatives come before this committee and 
discuss the problems of that, the largest port in the world. 


SURVEY OF NEW YORK OPERATIONS 


Secretary Snyper. I think the more effective thing would be if the 
chairman would name a committee to go up there to see the problem 
on the ground. 

Mr. Gary. I think the Secretary is absolutely right on that. We 
discussed it a few minutes ago; it may be a good idea to take the entire 
conunittee to New York to look over the Customs situation. 

Secretary Snyper. That was before 1 came in. 

Mr. Gary. I talked it over with one of the clerks outside. I have 
been planning to go up there myself to look it over. I think it would 
be well to have the other members of the committee go also. After 
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we have finished our testimony I think we should make a trip to New 
York, look over the Customs set-up, and also stop over in Philadelphia 
and visit the mint. 

Secretary Sxyper. I think that would be very fine. You see, the 
New York situation is a terrific one. Is that agreeable to you 4 

Mr. Canrietp. Yes. 

Secretary Snyper. They have two international airports there, and 
that adds a tremendous problem. You may get a bunching up of air- 
planes in certain weather conditions and they may put them in either 
airport. You do not know which one they will go in. If there is a 
fog, say, in Idlewild, they may run them into LaGuardia, or vice 
versa, or they may move them to another place entirely. You can only 
realize it by actually going on the ground and seeing the problem they 
are up against there in trying to meet all those problems. Then you 
might have a storm like we had the other day and some of the big 
ships will have to stand out and they will all converge at once, and 
you know when a person is coming in he wants to get In right away. 
The only way that you can get at it is to go there and take a look 
at it. T would be happy if you would do that. 

Mr. Canrienp. Mr. Secretary, once again I want to state my abso- 
lute confidence in your honesty and your integrity and devotion to 
your assignment in the Government. 1 do, however, believe that 
some of your subordinates have been most unfaithful to their trust, 
have run out on you, have been disloyal both to you and their Gov- 
ernment, and I regret that. 

Secretary Snyper. We are trying to meet that situation. 


CONVICTIONS AS A RESULT OF INVESTIGATIONS 


Mr. Gary. The statement was made that Mr. Kraemer has been 
convicted. Have there been any other convictions as a result of these 
investigations that have been going on ? 

Mr. Forry. Delaney is on trial right now. 

Mr. Gary. Are there any others? 

Mr. Foury. Smyth is under indictment. The case has not been up 
for trial, although IT understand they expect to bring it up very soon, 
in January, and Finnegan has been indicted. 

Secretary Snyper. There is a very interesting case in point there. 
If you would read the papers you would think that corruption was 
flowing out of the St. Louis office in a 16-inch pipeline. With all the 
years the grand jury has been investigating and with all the forces 
that we put in there, special agents and everything, Finnegan is the 
only man in the St. Louis office that there has been found enough evi- 
dence against to have been forced to resign. I think that is worthy 
of note. You would just think that the St. Louis office was in a terri- 
ble fix. The truth of the matter is after all the grand jury investiga- 
tions and all of our own investigations that we have carried on for 
over a year, that is the only case. There have been many adjustments 
in the office, straightening out practices we did not think were proper, 
but there was nothing that would entitle anyone to be discharged, 
and there was no dishonesty. 

Mr. Canvieitp. You tried to get Finnegan out long before he was 
put out 4 
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Secretary Snyper. That is right, not because I thought he was 
guilty of any crime because we only got into that when we got into 
his tax return, but because I did not think that it was proper to fol- 
low some of the procedures that he followed. He was permitting 
some of the employees to take 30 days’ leave to set up offices and 
make out income-tax returns for a fee. There may be nothing illegal 
about it, but I did not think that it was the proper thing to do. These 
emplovees were discharged. 

There were three or four other things of that sort that I did not 
think it proper for a collector to be doing while he was in office. 

Another thing which is vitally important: Over a year ago, we 
made an iron-clad rule that no new collector coming into the service 
should have any other activity than those of collecting. That was 
over a year ago, in December of 1950. 

When collectors’ offices were first set up, the individual income tax 
was a new thing and the idea was that you had to put a topside man 
in there, a leader who would make people willing to pay their taxes, 
as Lunderstand it, and with leadership get them to file their returns. 
Because taxes were small back in those days, in order to induce a top 
side man to take the job, he was permitted to have other activities and 
that has been the practice to the present time, until a vear ago at 
least. Many ceased some time ago to have more than their internal 
revenue activities. But today, with tax collection the size that it is, 
and the duties and responsibilities of a collector being what they are. 
the head of a collection office, having the duties he has, has no business 
doing anything else but devoting his entire time to that activity. I 
reached that conclusion over a year ago and we have been acting ac- 
cordingly ever since. 

Mr. Steminskr. One or two observations. 


IMPROVEMENT AND MANAGEMENT OF REVENUE 


First. I like the frankness with which you meet the challenge that 
is placed before you, and I come back to the mission of your depart- 
ment, which is to prepare plans for the improvement and management 
of revenue and for the support of the public credit: the fact that the 
American dollar is still the most sought after currency in the world, 
shows me that evidently you have done a good job on the world market. 

I wish, however, you would get across to the public that at the turn 
of the next quarter century, the population of the Nation is going to 
be much larger than it is today. A much greater department than we 
have now will be needed and the lesson learned today is that we have 
to plan for the future and adjust accordingly. 

I suppose praising you at this moment is no more hazardous than 
it was for the President a year or so ago coming out and telling a steel 
corporation to expand; at that time, one of its top men said that the 
President was wrong. A year later, the same gentlemen is on the 
front page of a national magazine, honored, because he said steel 
should expand. I think you have done a great job in relation to your 
mission. 

A year ago in these hearings I asked the Treasury to check on mil- 
itary certificates. Unnoticed is the fact that around June 1951 vou 
revamped military certificates in the oecupation areas of the world: 
had we had a blow-off, you would have been in touch with the situa- 
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tion, and we would not have taken the drubbing we did, possibly be- 
cause of our naiveté, at the end of World War II. I congratulate 
you in calling in the certificates and putting them out in new form 
last year. Rotation is good here, too. 


COAST GUARD AS MILITARY FORCE 


Task you to consider another thing. Could the Coast Guard come 
into the military picture, as did our doughboys, when there is a police 
action’ For instance, there is war in Korea, and vet one can be in 
the infantry, and be on accupation duty in Europe: if the Coast Guard 
had been called into action with the Armed Forces in Korea, in that 
particular theater, it could have perhaps saved lives and rendered 
valuable additional aid. The Coast Guard, being in charge of port 
security, working in the commercial set-ups of the world—certainly 
in conjunction with the CLA—could have been thought of in its way, 
asastriking arm. 

With the concept that the President is now laying down, of police 
power and limited war, if Congress is away for a holiday, and Russia 
pulls the trigger and starts to march over the three historical invasion 
routes into Europe, we will have established a precedent where the 
Conmnander-in-Chief can immediately say, “Drop the bomb.” Such 
would be a limited action, until Congress declared war; it would be 
Russia or the enemy, that would be forced to cease or continue, and 
be branded guilty of aggression: so Task you to consider the elasticity 
of vour Coast Guard in limited actions. 

At the moment, it cannot vo into action unless there is a formal 
declaration of war by Congress. In police actions parts of the Coast 
Guard can help with port security and cargo intelligence in battle 
reas, and T seriously ask you to consider this possibility, so that a 
formal declaration of war by Congress will not be necessary to have 
the Coast Guard swing in with military cooperation. 

Mr. Gary. May Lask a question? Is there any proposal, Mr. Secre- 
tary, pending at the present time to combine the Coast Guard with 
the Navy? 

Secretary Snyper. There is not. There is the matter that you bring 
up, Mr. Congressman, that will have to be discussed with the Joint 
Chiefs. 

Mi. Sreminsxr. Yes. [have nothing but praise for the Coast Guard. 

Secretary Snyper. We will have to take that up with General 
Bradley and discuss the possibilities. 

Mr. Sreminskt. 1] could not ask for a finer type personnel than that 
in the Coast Guard which is the guiding eye of the Air Corps; just 
as the Engineers are the footpath and shield of the ground soldier. 

Secretary Snyper. Through the Loran operation ¢ 

Mr. Steminskt. Yes, and their weather stations. The Coast Guard 
is like a doctor, It enjoys the satisfaction of doing a job; it is very 
modest, and T say, “Hail to the Coast Guard.” 

Now, one last thing. You no doubt realize that from abroad a de- 
cided assault is being waged against the delicate financial mechanism 
of this country; high interest rates is the cry. The theory is that we 
should weaken the financial strength of the Federal Government, and 
supposedly increase, thereby, the strength of our local banks: the 
Government must not be strong creditwise.  Lappreciate the fact that 
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vou are alert to the situation. It is not an exclusively American 
assault. It was born in Europe and some people here swallowed it. 
Keep up the good fight. 

Secretary Snyper. Thank you. As I mentioned in my formal state- 
ment I consider the maintenance of confidence in the credit of the 
United States the No. 1 objective of the Department. 

Mr. Sieminskt. Right. 

Secretary Snyper. If we just bring that home to the people. 

Mr. Steminskt. Now, as to the charge of creeping socialism, For- 
eigners say Keynes had the remedy for the depression in the 1930’s, but 
that tvpe of depression will not happen again, so never mind that type 
of economic theory: ruin the credit of the Federal Government. 

As for private enterprise: We have kept that system going. There 
are certaim people. however, who pay it lip service but are doing their 
best to kill it. It seems little people—dry cleaners, launderers, beauti- 
cians, Shoeshine boys, the one who are really up against competition— 
do less complaining than the bie fellows. 

At the moment petroleum interests are fighting to keep sponge iron 
off the market. Free enterprise, Mr. Secretary 4 In Moorestown, Pa., 
steel company A is fighting to keep steel company B from going into 
business in Paulsboro, N. J. Free enterprise, Mr. Secretary / 

How about the fight for raw materials? Aren’t some people really 
dealing from both sides of the deck / 

Creeping socialism 4 T wonder if vou could get out a statement for 
the people of the United States. Weare not in any danger, as [ under- 
stand it, so long as money being spent by industry and Government 
is going into capital investments to produce wealth and high consump- 
tion. Now, when you have steel interests coming into the Export- 
Import Bank for a loan, it certainty is an indication of the value Goy- 
ernment is rendering to produce wealth. 

In Russia, people are kept at a very low consumption level. The 
Kremlin government takes the profits and seemingly puts it in capital 
investments. We are told they are interested, as we are, in capital 
investments, but we give the people a better deal than the Russians 
do and our consumption is higher. They hope to have taken the world 
over by the turn of the century, and they figure that if we, in 50 vears, 
have built up the capital plant that we have, they can, in the next 50 
vears, do the same thing, and be ready to capture world markets with 
slave labor. 

In 50 years, they will have only one way for their people to go, and 
that is up, because they will have trained them, if successful, to live 
ona low level. Tthink that if you can answer the capital investments 
angle with high consumption you will defeat this charge of creeping 
socialism, Mr. Secretary, don’t you 4 

Secretary Snyper. Let me inject something right there. For your 
information, since the cessation of hostilities, private industry, out of 
its own funds, or funds that it has raised privately, has added 8140 
billion of plant and equipment capacity to our industrial picture. 

Mr. Steminsxr. That is right. 

Secretary Sxyper. That looks like free enterprise. 

Mr. Steminsxi. T would like to invite some American industrial- 
ists to come out in the open and really stop their own government 
from being slandered on the free enterprise issue. 
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(Discussion off the record.) 

Mr. Sreminski. Now, let us get back to this: Mr. Secretary, [am 
told that there is an illicit flow today of gold, opium, and diamonds. 
It seems to be a triple alliance in trade, a Red network. 

The first three words, or the letters of those words, spell “god’”— 
gold, opium, and diamonds—and I wonder if it isa Red god? I hope 
when Mr. Anslinger comes in here, and when your customs people 
come in here, they are going to be able to tell us the story on that sub- 
terranean hookup which is creating wealth on other fronts, at the cost 
of human degradation. 

Lastly, to answer your Soviet taxation system, I think we brought 
up last year, that 25 percent is the basis upon which Red victims are 
taxed, but, agriculturally, it is 25 percent quality taxation in kind; 
no allowance for weather: no allowances for pestilence; when the tax 
collector comes around in the spring, he says, “If you have this much 
land vou ought to produce so many bushels.” People are charged 
with estimated returns. Collectors come around after harvest and 
say, “That is too bad; we do not care whether you were sick, whether 
you were not able to farm your land, or whether there was ram.” 

They collected the estimated 25 percent quality crop, which means 

that they reject that which is not quality, and end up by taking OU 

to TO percent of what is actually marketable. If you want that 
| system, no thanks. It promotes low consumption. 


REASON FOR PURCHASE OF DEFENSE BONDS 


Mr. Wirson. Why should one buy E bonds? 

Secretary Snyper. The way that I look at it is that you find your- 
self with funds, it is up to you, through your judgment, to make a 
selection of the place to invest those funds. Now, the principle on 
which E bonds were sold was broad thrift for this country, and if 
you do create a systematic savings prograni—put them into whatever 
medium you want. E bonds, if you elect—vou are building up a 
reserve of purchasing power with a planned program. 

You say that you bought two? 

Mr. Witson. I bought two in 1941 and I have bought continuously 
ever since. 

Secretary Sxyper. You paid cash as you went along. What else 
would you have done? That is the question. It is hindsight when we 
look back and say, “If T had bought that automobile IT might have 
made a lot of money,” but at the same time, you made the decision 
to buy E bonds. It was a good place to put vour savings. Now, in 
this Government of ours, it is an important thing that we do have a 
large volume of savings created as part of the domestic economic pic- 
ture. Your individual case is a rather interesting one. But take the 
savings program as a whole, and you will find the people who have 
systematically put their money into savings, generally speaking, are 
much better off today than if they had not had their planned program 
because largely they would have spent their dollars for things that 
would be expended and gone. They do have a definite base of dollars, 
whatever value they may be. For that reason the fact that people 
over the country have elected to put a material part of their savings 
into United States E bonds has been a most stimulating thing in 
holding our economy where it is. If they had spent all that money 
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we may have had more inflation than we have today. I think one of 
the most important steps that has been taken by the individual has 
been his willingness to save money and hold it out of the spending 
stream. This held down the pressures on the market for goods and 
helped stabilize to a great extent our internal enonomy. 

There are always special cases that we can point up and say. “Look, 
if I had taken a certain step, I would have been better off today.” 
We must look at the broader picture and the justification for en- 
couraging people to save, as a whole, and of course, then, that puts 
the E bond on a parity with the savings account, a checking account, 
insurance, or any other type of liquid savings. 

Mr. Winson., Pardon me. 1 was not referring just to my particular 
ease. T think that IT will come out all right. IT think that there will 
be a time when it will be nice to have a few dollars on hand, and I 
think that they will come more nearly buying what they bought a 
few vears ago, but that is something that you must go into when you 
sell E bonds. You cannot say that 2 or 3 years from now when we 
vet rid of this war economy E bonds will be worth much more. 

Secretary Snyper. ] would not think of saying that. IT would not 
project any such thought. I would not want to predict inflation or 
anything of that sort. 

Mr. Witson, It is pretty hard to talk to a friend on the basis of 
bonds being a good financial investment. If he says to you, “Well, 
now, I want to invest some money; where is the best place to invest it 2” 
Of course, if you think of the patriotic reasons, and so forth, 1 think 
that I could recommend that a fair share of their savings should go 
into bonds. I think that they are obligated in a sense to put their 
money in bonds, but if it is purely a case of making money on your 
investment, if we are going to continue this inflationary spiral—and 
I know that we are going to continue this war economy for some time 
then it is a poor investment, economically speaking, if they continue 
to put money in E bonds. 

Secretary Snyper. But you would be awfully careful about where 
vou did advise them to put their money. I can show you today some 
of the blue-ribbon stocks that are selling for much less than they did 
10 years ago. Everything has not gone up. I could name vou some 
pretty high blue-ribbon stocks that are way down as compared with 
what their price was 10 years ago. It takes a certain amount of pre- 
science to put your finger on the thing and advise a person where to 
put his money. If he wants speculation, that is one thing. If he 
wants liquidity, that is another thing. You have to measure the indi- 
vidual saver’s needs. 

Mr. Gary. Security is another thing. 

Secretary Snyper. Liquidity is what I meant. 

Mr. Winson. I think perhaps liquidity would be a stronger argu- 
ment today in the sale of E bonds. It would be a more convincing 
argument with me than anything else, looking to the future—gazing 
through my crystal ball. 


COST OF PRODUCTION OF COINS 
Mr. Witson. I would like to have provided for the record the cost 


of the production of coins at these various mints. 
Secretary Snyper. That will be done. 
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(The matter referred to follows :) 


Manufacturing costs per 1,000 coins, by mints and denominations, fiscal year 1951 


PHILADELPHIA 


Total manu- | «4 . 
facturing | Cost per 


‘Total manu- | 
facturing 


. Quantity Yost pe : ere ee 
Denomina- Juantity Cost per Henomina- Juantity 











rot Oty 00 ( OX 000 
tion P — i cost exchu- porn tion Br _ i cost exelu- ee 
COS “O1NS i COS . y 
I sive of metal I sive of metal 
1 cent 292, 440, 570 $1.56 | 50 cents 6, 992, 220 $51, 801.84 $8. 84 
5 cents 10, 091, 452 OL 
10 cents 79, 518, 557 1. 85 Total $18, 263, 736 836, 366. 13 
25 cents 29, 221), O48 4.58 
DENVER 
1 cent 447,505,000 | S372, 919. 20 SONS *) cents 6, 951, 604 $44, 279.80 $6. 37 
5 cents 22, 978, O30 H7, 059. 91 2. 92 : : 
10 cents 52, 103, 000 120, 118, 04 2.31 otal 560, 346, 034 732, 146.19 
25 cents 30, SOS, 400 127, 759. 24 4.15 
SAN FRANCISCO 
1 cent 126.045, 000 $290, 466. 58 $1.75 0 cents 3, 286, 004 $24, 625. 58 $7. 49 
5 7. 776. 000 3 , 59 
10 cents 30, 120, 000 2.39 Total 179, 211, QOS 108, 262. 87 
25 cents 11, OS4, O04 5,90 
TOTALS, ALL MINTS 
I eent 865, 000, 570 (31,050, 721. 24 $1.21 50 cents 17, 229, 837 $130, 705. 22 $7. 59 
cents { 131, 419. 31 3. 22 
10 cent ! 338, GIS. 24 2.10 Total_ /1, 157,820,778 | 1,976, 775. 19 
25 cent 325, O11, 1S 4.51 





Nove. Cost variations as between mints are due to different types of manufacturing equipment in the 
mints; differences in the rates of pay for per hour workers whose wages are adjusted to the prevailing rates 
in the locality where they are employed; frequency of changes in production schedules and volume of pros 
duction; and other factors. 


Mr. Witsox. About what portion of our revenue comes from the 
taxpayers who paid S500 or less ¢ 

Secretary Snyper. We shall furnish that for the record. 

(The matter referred to follows :) 


The tabulations now available in respect to statistics of income distribute 
the taxpayers by size of adjusted gross income and not by size of tax liability. 
There is no actual tabulation showing the percent of individual income tax 
collected from taxpayers who have tax liability of 8500 or less. An estimate of 
this figure has been made, however, based on the available data. This estimate 
relates to taxes on incomes received in the calendar year 1951, and the tax 
rates applicable to such income. It also involves the statistical assumption 
that a “split income” return of husband and wife represents two taxpayers. 
Further, no account is taken of refunds that subsequently may be made to the 
taxpayers, Based on these assumptions, it is estimated that 45 percent of the 
total individual income tax liability reported on 1951 incomes is attributable 
to persons Who have a tax liability of S500 or less. 


(Discussion off the record. ) 

Mr. Gary. Thank you, Mr. Secretary. We appreciate your testi- 
mony before this committee. We are always very glad to have you 
before us. You have given us very full and complete answers to the 
questions Which have been submitted. 
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Secretary Snyper. Mr. Chairman, as T have said many times, this 
is my favorite committee, because I feel that we are trving to reach 
the same objectives. I want to assure you that Tam available any 
time during the course of your hearings and IT want to have avail- 
able any of our personnel you desire. T want to thank you and your 
committee for a very fine hearing today. 

Mr. Gary. The committee appreciates your cooperation. We have 
been trying to work out some economies and we have had your com- 
plete cooperation. And the committee has tried to cooperate with 
Fol, In your efforts to economize in your departmental set-up and 
to find more efficient methods you are going to find that this com- 
mittee is Willing and anxious at all times to cooperate with you. 

Secretary SNyper. Mr. Chairman, this committee has demonstrated 
that. I feel, whenever Tam at a hearing here, that it is always going 
to be a constructive hearing and we always leave benefited by it. 
You have supported us at different times in obtaining special engineer- 
ing firms, and so forth; and you have helped us in many other ways 
when we were having difficulties in certain areas. 

I deeply appreciate that and IT know all of my organization does. 
The committee always has my continuing gratitude for the very fine 
hearings that you give us and not only for the hearings but for the 
action that you take to help us with our problems. 

Mr. Gary. Thank you. 


OFFICK OF THE SECRETARY 
WITNESSES 


WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 
WILLARD L. JOHNSON, BUDGET OFFICER 


SALARIES AND EXPENSES 


tmounts available for obligations 





Appropriation or estimate $2, 446, 000 $2. 708, G00 
Proposed supplemental due to pay increases 174. 000 |... 
R uirsements from other accounts 140, G00 140, 000 
Obligations incurred 2 760, 000 2 848, O00 
Comparative transfer from 
“Salaries, Office of the Secretary of the Treasury” $454, OF 
“Salaries, Office of General Counsel, Treasury Depart 
ment” SH, NOM 
Salaries, Office of Administrative Services” 1, 065, 356 
*\fiscellaneous expenses, Treasury Department” os6, 404 
“Health service programs, Treasury Department” 51. 500 
Total obligations _ 2? 774,159 2. 760, O00 2, S48, 000 


od 


Obligations by activities 
1951 actual 


Description 


Direct Obligations 





1. Executive direction 

2. Administration and coordination of legal activities 
’. General administrative services 

+. Operation and maintenance of Treasury buildings 


2, 467 


699, 521 
613, 258 


Emergency first-aid 51, 500 
Total direct obligations 2, 633, 552 


Obligations Payable Out of Reimbursements From Other Accounts 


1. Executive direction 1, 586 
General administrative services 124, 165 
4. Operation and maintenance of Treasury buildings 14, 856 


Total obligations payable out of reimbursements from 


other accounts 140, 607 





Potal obligations 2, 774, 159 


Obligations by objects 
Object classifieation 
Summary of Personal Services 
Total number of permanent positions 


Full-time equivalent of 
Average number of all e 





other positions ; 
plovees 550 
Average salaries and grades 
General schedule grades: 
Average salary $4, S71 
we grade GS-7. 4 
Crafts, protective, and custodial grades 
ge Salary $2, 425 
oe grade ; CPC-3.8 


> 
i 





: , 
rsonal service obligations 


Permanent positions $2, 292, 754 

Part-time and temporary positions 16, O16 

Regular pay in exce §2-week base . 

I nent above basie rates 26, 833 
| il personal service ations. _- 2.334, 603 





Direct Obligations 


10) Personal service a 2, 325, 120 
02 vel J 1X, O82 
03 ransportation of things 100 





ommunication services 
05 Kents and utility services 
06 Printing and reproduction 
07 Other contractual services 

Services performed by other agencies 
OS Supplies and material 
09 Equipment 
13° Refunds, awards, and indemnities 





Obligations Payable Out of Reimbursements From Other Accounts 


O1 Personal services 10, 483 
02 Travel S27 
04 Communication services SY, 144 
05 Kents and utility services 1, 701 
06 Printing and reproduction 1, 157 
07 Other contractual services 1, 026 
OS Supplies and materials 32,369 
09 Equipment 900 


Total obligations payable out of reimbursements from 
other accounts 140, 607 


Potal obligations 2,774, 159 


336, 806 | 


1952 estimate 





2, 620, 000 


125, 500 


140, 000 


2, 760, OOO 


1952 estimate 


563 


{XS 








2, 311, 316 
20), O00 

100 
50, 000 
36, O00 
53, 400 





2, 620, 000 


10, 000 
250 
89, 350 


000 


140, 000 


2, 760, 000 


| 1953 estimate 


$970, 512 





2.708, 000 


125, 500 
14. 500 


140, 000 


2, 848, 000 


1953 estimate 





2, 409, 216 


2,399, 216 
20, 000 

100 
50, O00 
36, 000 
53, 400 
10, 500 
57, 600 
65, 000 
15, 000 


1, 184 


, 708, OOO 


10, 000 





1, O00 
1, 200 
1, 200 
34, 000 


140, 000 


2, 848, 000 


2 
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tnalysis of expenditures 


1951 actual 1952estimate | 1953 estimate 





Unliquidated obligations, start of year : $918. 261 
Obligations incurred during the year $2. 760, 000 2. $48. 000 
2. 760, 000 3, 056, 261 
Deduct 

Reimbursable obligations 140, 000 140, 060 
Unliquidated obligations, end of year 218, 261 232 O00 
Potal expenditures 2, 401, 739 2,694, 261 

Expenditures are distributed as follows 
Out of current authorizations - - 2, 238, 539 2.476, 000 
Out of prior authorizations 207, 461 
Out of anticipated 1952 supplemental for pay increases 165, 200 10, S00 


Mr. Gary. The committee will come to order. We will consider 
this morning the estimates for the Office of the Secretary, and in this 
connection we will insert page 2 of the justification. 

(The matter is as follows :) 


( 


Analysis of appropriation hase for fiscal year 1953 


Regular appropriation, 1952 act $2, 446, 000 
Supplemental appropriation for 1952 
Total appropriation, 1952 1 2, 446, 000 
teductions: 
1. Executive direction $12, 017 
2. Administration and coordination of lega! 
services t, (20 
3. General administrative services 14, OS4 
1, Operation and maintenance of Treasury 
buildings 7, 629 
S30 O55 
Additions: 
1. Executive direction 60, 050 
2. Administration and coordination of legal 
services 26. 535 
3. General administrative services 11, 005 
1. Operation and maintenance of Treasury 
buildings 16, 750 
5. Emergency first-aid 1, 600 
178, 940 
139, S85 
\ppropriation base for 1953 2, 585, 885 
Increase over appropriation base for 1953 122, 115 
Appropriation estimate for 1953 2, 708, 000 
Increase or decrease from total appropriation, 1952 ! 262, 000 


Does not include anticipated supplemental to cover the cost of pay increases authorized by Public Law 
201 for the fiscal vear 1952 
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Comparison of appropriation base with appropriation estimate for 1953 





Appropriation. base Appropriation ae ee 
for 1933 estimate for 1953 Inerease or decrease 
Activity 
Average Average Average 
posi Amount Posl- Amount posl- Amount 
tions tions tions 
1. Executive direction ' 139. 3 $902, 273 149. 2 $970, 512 99 $68, 239 
2. Administration and coordination of 
legal services Bot 57.0 333, 210 62.0 348, 050 5.0 24, 840 
General administrative services 123.3 716, 941 132. 7 745, 977 9.4 24, 036 
4. Operation and maintenance of Treas- 
ury buildings Serene 146.4 575, S61 146.4 575, S61 pws - ive 
Emergency first aid gaae : 57, 600 57, 600 
Increase over appropriation base - _..| 446.0 2.585, S85 490. 3 2, 708, 000 24.3 122 115 
Adjustment in base (net ; 4 +19.3 — 139, 885 —19.3 +139, 885 
Potal, appropriation 1952 and | | 
ippropriation estimates 1953_-. 485.3 | ! 2, 446, 000 490, 3 2, 708, 000 5.0 9632, OOD 


jude anticipated supplemental to cover the cost of pay increases authorized by Public Law 


2 ¢ fiscal year 195 


Mr. Gary. From the justification statement it appears that the 
appropriation for 1952 was S2446,000; the request for 1955 is 32,- 
108,000, which makes an increase of S262,000, 

The appropriation for 1952. however, does not: include an antici- 
pated supplemental appropriation to cover the cost of pay increases 
authorized by the act of Coneress last vear, 

Will vou justify this request, Mr. Parsons ¢ 


GENERAL STATEMENT 


Mir. Parsons. Yes. Mr. Chairman: IT have a brief statement that 
I would like to go over, if it meets the pleasure of the committee. 

Mr. Gary. We shall be glad to hear from you. 

Mr. Parsons. Thank you. 

Mr. Chairman and members of the committe: The estimate of the 
appropriation “Salaries and Expenses, Office of the Secretary of the 
Treasury” covers the requirements of the administrative offices of the 
Secretary for the fiscal vear 1953. These offices include the immediate 
office of the Secretary and his staff assistants, the Office of the General 
( ‘ounsel, and the ( Yilice of Administ rat ive Services, 

The Secretary is aided by the Under Secretary, Asaistant Secre- 
taries, General Counsel, Fiscal Assistant Secretary, Administrative 
Assistant Secretary, Tax Advisory Staff, Director of Personnel, and 
Departmental Budget Officer, and other immediate staff members in 
the direction and administration of the many activities of the Treas- 
ury Department. This responsibility includes the formulation of 
tax and fiscal policies, the management of the public debt, the col- 
lection of revenue, the printing of currency, manufacture of coins, 
administration of the Coast Guard, Secret Service, and Bureau of 
Narcotics, and the central management of the Department, inelud- 
ing the Department-wide budgetary, personnel, and general admin- 
istrative programs. In addition, the Office of the Secretary provides: 
legal services for organizations within the Department which do not 
have such facilities: health program for employees in Washington, 
D. ©.. and central administrative services for departmental head- 
quarters, 
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The estimate of the appropriation for the fiscal vear 1953 is in the 
amount of $2,708,000, This estimate exceeds the regular appropria- 
tion granted for the current year by $262,000, Of this sum $175,940 
is necessary to cover the costs of pay increases. 

This estimate also includes a request for the restoration of an aver- 
age of 24.5 of the 62 positions discontinued during the current year 
because of the reduction in funds appropriated for the operation of 
the Office of the Secretary. The positions to be reestablished are in 
the various organizational units of the Office of the Secretary and 
include staff members attorneys, clerks, and stenographers, the urgent 
need for which is explained fully in the detailed justifications. While 
the number of employees assigned to these offices has been greatly 
decreased during the past few vears, the Secretary's responsibilities 
in the financial and taxation fields are increasing constantly and this 
has resulted in an expanded workload for his immediate assistants and 
stall offices. The presently reduced staff is inadequate to provide him 
with all of the services he should have to carry out his responsibilities, 
and the majority of the employees assigned to these offices are now 
performing overtime work regularly, Therefore, it will greatly assist 
up in keeping the work of these offices on a current basis if favorable 
consideration is given to the restoration of these positions. 

The estimate also reflects an estimated sav ings of 832,000 attribut- 
able to the reduction in annual leave—Public Law 233. This reduction 
was developed by the application of a uniform formula and may 
prove more theoretical than real, particularly in the case of the Office 
of the Secretary where the work of an employee on leave must ustially 
be shouldered by others. This means that reductions in leave may 
result in less voluntary uncompensated overtime and not in tangible 
monetary savings. ‘To the extent leave savings are not actually real- 
ized, average positions will be lost to make up the deficiency. 


LANGUAGE CHANGES 


A request is also being made for a further simplification of the 
language of this appropriation. The specific provision relating to 
the expenses of the bookbindery has been deleted. Under the pro- 
visions of the act of July 5, 1949, and the current regulations of the 
Joint Committee on Printing, this bookbindery has been classified 
asa “class A” printing plant. In view of this authorization it is no 
longer necessary to include specific reference to the expenses of the 
bookbindery in the appropriation language. 


ACTIVITIES 


The Office of the Secretary is composed of five activities and T will 
summarize briefly some of their principal functions and responsi- 
bilities: 

l. Executive direction: This activity consists of the Secretary's 
immediate office and includes the Under Secretary, Assistant Secre- 
taries, Fiscal Assistant Secretary, Administrative Assistant Secre- 
tary, Tax Advisory Staff, Director of Personnel, Departmental Budget 
Officer, and their subordinate personnel, The staff assists the Secre- 
tary in the over-all management and executive direction of the Treas- 
ury and provides the necessary leadership and coordination of the 
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Department’s varied activities, including Department-wide manage- 


ment improvement, budgetary, and personnel programs. 

The estimated requirements of this activity in the fiscal year 1953 , 
are in the amount of $970,512. This includes a request in the amount 
of 868.239 for the reestablishment of 9.9 average positions in the staff, 
clerical, and stenographic categories. 


2. Administration and coordination of legal services: This activity 
includes the functions of the General Counsel and his immediate staff 
assistants, which includes the Tax Legislative Counsel. The General 


Counsel is the chief law officer of the Department and he is responsible 


for the administration and coordination of all legal services within 1 

the Treasury. This office is also responsible for all legislation of | 

interest to the Treasury, prepares departmental reports on such leg- 

islation, and handles correspondence on all legislative matters. | 
The estimated reauirements of this activity in the fiscal year 1953 : 

are in the amount of $358,050. This includes a request in the amount | 


of S24,840 for the reestablishment of five positions in the attorney 
and stenographic classes. 

3. General administrative services: This activity furnishes various 
administrative services for the departmental headquarters and for 
certain bureaus. The specific functions of this group include central 
services such as accounting, secretarial, mailing, filing, duplicating, 
payrolls, messenger, communication services, and supplies, manage- 
ment of the Department’s records program: coordination of the print- 
ing program on a Department-wide basis: promulgation of depart- 
mental orders, circulars, and documents; and the coordination of 
space occupancy and space utilization matters for ail offices of the 
Department, both in Washington and in the field, 

The estimated requirements for the fiscal year 1953 are in the 
nmount of ST45.977. This includes a request in the amount of 829,036 
for the restoration of 9.4 average positions, which will include tele- 
phone operators, clerks, and stenographers. In addition to the require- 
ments for personal services, this estimate includes $190,000 for the cost 
of the following operating expenses of the departmental headquarters, 
including the staff offices of the Secretary: travel, communications, 
printing and reproduction, contractual services, supplies and mate- 
vials, and equipment. The amount requested for these operating 
expenses is the same as is provided for the fiscal year 1952, and is based 
on current costs, 

!. Operation and maintenance of Treasury buildings: This activity 
is responsible for the operation and maintenance of the main Treasury 
building and annex, comprising a total area of approximately 960.529 
sauinve feet of building space. It also maintains the grounds and 
parking areas adjacent to these two buildings. 

No increase over base is being requested for this activity in 1953. 
The estimated requirements in the fiscal year 1953 are in the amount of 
SSTASGL. This includes the cost of personal services and a request of 
860,000 for the following operating expenses of this activity: rents 
and utility services (electric current): contractual services, such as 
repairs to cleaning and scrubbing machines; supplies and materials, 
and equipment. The amount requested for these operating expenses 
is the same as the estimated cost for the fiseal year 1952 and is based 
on current costs. 
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. Emergency first-aid services: This last activity provides for the 
pic’ ration of four health units which furnish emergency first-aid 
services to employees located in W ashington, D.C. No increase over 
base is requested for this activity in 1953. The estimate is in the 
umount of $57,600 and will ee services for approximately 10,750 
employees at an average cost of $5.36 an employee. 


MANAGEMENT IMPROVEMENT PROGRAM 


Reference was made by the Secretary to various actions taken during 
the year to further intensify the Department’s management improve- 
ment program. 

In this connection, I would like to discuss briefly our concept for 

carrying out an effective and economical management program in 
the De partment and cite a few examples of actions and results during 
the past year. The over-all program of the Department is planned 
and conducted by the Secretary through personal contact with heads 
of bureaus and staff assistants, which imeludes the staff of the Budget, 

Personnel, and Administrative Services Divisions. The primary 
objectives are to provide necessary leadership, coordination, aud assisi 

unce to all bureau in their efforts to carry out effective management 
programs reaching into all phases of the operations and organization. 
The Secretary’s policy provides for maintenance in each bureau of 
necessary siafl facilities to conduct aggressive Management iImprove- 
ment projects on a broad scale. 

One of the most recent aids for bureaus was developed and inaug- 
urated by the Department several months ago in the form of a com 
pre shensive program for supervisors and designed to carry on 2 con- 
tinuing appraisal of all operations on a current basis. Each bureau 
has taken positive action to implement the program and to institute 
essential follow-up measures in order to insure effectiveness in all 
operations and to further conserve manpower and facilities. 

Another principal top-management facility in the Office of the 
Secretary is the Office of the Fiscal Assistant Secretary, operating 
as the supervising and coordinating activity of the Fiscal Service 
which is comprised of the Bureau of Accounts, Bureau of the Public 
Debt, and Office of the Treasurer of the United States. In exercising 
this responsibility, the Fiscal Assistant Secretary follows a policy 
of providing over-all leadership and technical assistance while at the 
same time encouraging the bureaus to exercise wide latitude in the 
handling of their own operating problems and development of internal 
improvements. Members of his staff participated with bureau per- 
sonnel and representatives of various Federal Reserve banks on six 
major procedural and management improvement projects affected 
during the fiscal year 1951, P articipation in the conduct of at least 
six major projects is scheduled for fiscal year 1952. Moreover, as a 
device to strengthen further the management in the three bureaus, 
an administrative-intern program has been organized in which promis- 
ing young men and women from within the ‘bureaus complete 1 year 
of intensive training in all phases of Fiscal Service activities through 
on-the-job observation and completion of specialized studies. 

Action by the Secretary under the powers vested in him by Reor- 
ganization Plan No. 26 of 1950 included 16 delegations or transfers of 
authori ity to heads of bureaus during the fiscal year 1951, with permis- 
sion for redelegation to lower organization levels in appropriate cases. 
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In addition, 12 similar actions have been taken under the plan with 
respect to other functions during the current fiscal year. 

A few of the most significant improvements during the past fiscal 
year, Which are included in the more than $8 million annual savings 
mentioned by the Secretary are: 


1. Installation of bulk gaging tanks in 57 internal revenue bonded 


warehouses ae x : $210, GOO 
2. Revision of savings bond redemption and audit procedures in Fed- 

eral Reserve banks and public debt regional offices 250, OOU 
3. Installation of automatic polishers and semi-automatic feedboards 

on flat-bed printing presses 1, GOO, 000 
4. Adoption of wider bronze ingot in Philadelphia Mint 135, OOO 


The Bureau heads who will appear before you will be prepared to 
elaborate and go into further detail on any phases of their manage- 
ent improvement programs. 


PERSONNEL REQUESTED 


Mr. Gary. Mr. Parsons, how many positions were eliminated last 
vearas the result of the reduction im the budget estimate ! 

Mr. Parsons. Sixty-two positions were discontinued, 

Mr. Gary. In the Office of the Secretary ¢ 

Mr. Parsons. In this group of offices T have just covered, which in- 
cludes the Office of the General Counsel and the Office of Adminis- 
trative Services. 

Mr. Gary. Sixty-two eliminated entirely / 

Mr. Parsons. Sixty-two were eliminated entirely, yes. 

Mr. Gary. How many new positions are you requesting for this 
next fiscal vear / 

Mr. Parsons. We are requesting authority to reestablish 24.3 aver- 
age positions, 

Mr. Gary. Are all of those restorations of positions that have been 
abolished 4 

Mr. Parsons. Yes. 

Mr. Gary. There are no new positions that you did not have pre- 
vious to last year 4 

Mr. Parsons. That is correct, sir. 

Mr. Gary. What are the grades and titles of these new positions / 

Mr. Parsons. They run as follows: One assistant to the Secretary, 
$10,800. 

One fiscal methods examiner. Would you rather have grades or 
salaries? I can give them to you either way. 


POSITIONS TO BE RESTORED 


Mr. Gary. Do you have a statement in tabular form ? 

Mr. Parsons. I have a tabulation which would indicate the posi- 
tions and some factual information about each position. 

Mr. Gary. L wonder if we could not include that in the record. 

Mr. Witson. Average position—that means that you have as many 
above average as below ? 

Mr. Parsons. The average position refers to the length of time 
that the position will be occupied. It does not relate to salary or grade. 
For example, there may be 27 positions, but on the average there will 
be no more than 24.3 occupied for the vear. In other words, there 
will be some vacancies at all times, and that will fluctuate up and 
down. 
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Mr. Gary. I suggest that you insert the table in the record. I think 


it will give us the complete information that we desire. 
(The table referred to is as follows :) 


Positions requested to be restored in fiscal year 1953 


Executive direction : 


1 assistant to the Secretary, grade GS—15__---~-_- Ba ae ~~ 
The Revenue Act of 1984 authorized the Secretary to appoint 
5 assistants to the Secretary to assist him by undertaking spe- 
Cial projects relating to the Treasury’s operations. Normally, 
approximately 53 of these positions are filled each year. At the 
present time only 1 is occupied as the reduced funds made 
available for the current year have made it necessary to delay 
the filling of any of the vacancies. 
1 fiscal methods examiner, grade GS-15 
This employee would be assigned to na small professional 
group charged with the examination and revision of methods 
and procedures of the Fiscal Service. 
2 organization and methods examiners, grade GS-12 at $7,040 
These employees would work with the bureaus on projects 
designed to improve operations and procedures. 
1 budget examiner, grade GS—13___~ 2 
The services of an additional budget examiner will make it 
possible for the departmental budget officer to exercise greater 
control over the budget processes throughout the Department 
and to provide more effective service for the Bureau of the 
Budget and the Senate and House Appropriations Committees. 
2 fiscal economists, grade GS-15, at SS,360 e 
These employees would be assigned to a small professional 
staff which conducts tax studies and participates in the de- 
velopment of revenue-raising proposals, 
2.9 stenographic-clerical assistants, grade GS-4, at S3.175 
These employees would be assigned to the various organiza 
tional units within the Office of the Secretary. 


Avernge positions (9.9) cost 


Administration and coordination of legal services : 


2 attorneys, 1 grade GS-13 at SS.360 and 1 grade GS—O at $5,060 

1 law librarian, grade GS-9 

2 stenographic-clerical positions, 1 grade GS-5 at S3410 and 1 
grade GS-3 at $2,950 


Average positions (5) cost 


These employees would be assigned to the immediate Office 
of the General Counsel and would assist him in carrying out 


his responsibilities with reference to the supervision and di- 
rection of the legal activities of the Department. 


General administrative services: 


2 Record clerks, grade GS-5 at 83.410 
These record clerks would assist the Records Administration 
Officer in the Department-wide records disposal program, The 
restoration of these two positions would enable this staff to con 
tinue the progress it has made in the past few vears in dispos 
ing of the Department's inactive and obsolete files. 
2 Telephone operators, grade GS-3 at S2.950 
The workload of telephone calls handled by the operators 
increased 121, percent in the period between January ond Sep 
tember 1951. A survey conducted by the Chesapeake ¢: Potomit 
Telephone Co, indicated that 20 is the minimum namber of 
operators required for the proper operation of the Treasury 
switchboard. The restoration of these 2 ' 
vide a force of 1S, which is 2 less than the minimum suggested 
by the telephone company. 






posit ions would pre 
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S10, SOO 


8S, 360 
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8, 919 
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5. 900 
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Positions requested to be restored in fiscal year 1953—Continued 


General administrative services—Continued , 
5.4 Stenographers, grade GS-3 at $2,950______—- a ontd ee =x 36,316. ] 
These stenographers would be assigned to the \ ‘arious offices 
of the Office of the Administrative Services and to the Secre- ( 
tarial Unit. The latter provides secretarial and stenographic 
assistance to all organizational units within the Office of the 
Secretary. | 
Average positions (9.4) cost : 29, O36 ' 





Total (24.3 positions) cost- : 22, 115 


Mr. Gary. The statement iis ‘a as just hes n introduced LT believe 
shows the reason for the restoration. 

Mr. Parsons. Yes. There is a brief reference in each case as to 
the need for the particular position. 

Mr. Gary. It also shows the resulting increased pay. 

Mr. Parsons. That is correct, sir. 


EFFECT OF ELIMINATING POSITIONS 


Mr. Gary. Can you give us some idea of the effect of not having 
these positions’ What activities are being neglected because of the 
fact that you do not have these positions at the present time 4 

Mr. Parsons. T can illustrate, sir, the effect this has by reference 
to Colonel Johnson’s organization, which organization T think you 
gentlemen are familiar with. You know the type of work that he 
and his statf perform. 

Mr. Gary. Colonel Johnson is the budget officer / 

Mr. Parsons. Yes. of the Department, and the other professional 
olfices would be affected in quite similar fashion. 

His staff is quite sunilar in many respects, insofar as their work 
ig concerned, to the professional staf? of vour committee. The ae- 
complishments and areas to be covered by him will be done to the 
extent that he has staff facilities. If he has two staff members, he 
may barely seratch the surface. If he has 10, his office is more 
effective. 

We feel—and [think the colonel will join me emphatically in this— 
that he is not doing justice to his respons ibiliti les today. As you know, 

i large part of the year he and his staff spend a considerable amount 
of time assisting in any way possible this committee and the Senate 
Appropriations Committee. The remainder of the year is spent in the 
formulation of the budget. 

Now a large area of responsibility that the colonel has is actual 
inspection of field facilities and operations to be sure they are con- 
ar ‘ted in the most effective manner. He has that responsibility along 

vith other members of my staff. Ido not believe we do justice to that 
epeaaiblite, and an additional staff meniber ean easily justify his 
existence many times over. 

That is true of some of these other profession: ul groups. We do as 
much as we have a staff to do it with, and the ac ‘omplishment is almost 
ii direct relation, Wecertainly have not hit the point of diminishing 
returns on the application of staff members of that type. 

That is a rather general statement, but that applies to the need for 
the professional positions in the office at the Secretary's level. 

Mr. Gary. You feel the restoration of these positions in the Office 
of the Secretary would result in savings in other departments ? 
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Mr. Parsons. We certainly do feel so, sir. We feel they will pay for 
themselves many times over in terms of more effective management 
programs throughout the Treasury. 

Mr. Gary. What portion of the increase requested is for pay in- 
creases prescribed by the 1951 act of Congress? 

Mr. Parsons. The amount of money in the estimate for 1953. for 
the pay increases authorized by the recent legislation is $178,940. 

Mr. Gary. Is that the total increase, or are you absorbing some 
of it? 

Mr. Parsons. We are actually absorbing some of it, sir. as we 
view it. 

Mr. Gary. How much / 

Mr. Parsons. Approximately $12,000, 


ELIMINATION OF CHAUFFEURS AND INFORMATION POSITIONS 


Mr. Gary. How many positions were abolished in the Treasury De- 
partment under section 402 of the appropriation act for the fiscal 
year 1)o2 ¢ 

Mr. Parsons. Are you speaking about the information funetions / 

Mr. Gary. Yes. 

Mr. Parsons. I believe there were two positions abolished of the 
five we had. [Twill supply the record with the exact amount of money 
involved. It was 1.3 average positions and 89,100 in salaries. 

Mr. Gary. That. is for the Office of the Secretary / 

Mr. Parsons. That is correct. 

Mr. Gary. Tam asking the question for the entire Department. 

Mr. Parsons. [do not have that information here but T can supply 
it for the record. 

Mr. Gary. Will vou supply that for the record / 

Mr. Parsons. Yes. 

Mr. Gary. Supply for the record the number of positions abolished 
in the entire Treasury Department as the result of that section, and 
also the number of positions abolished in the entire Department under 
section 403, which is the section dealing with chauffeurs. 

With reference to the request for the mformation under 402 and 403, 
if you can set that up according to bureaus, it would help, showing 
the total number of emplovees eliminated and the total savings. 

(The matter referred to follows :) 


Statement of positions eliminate d by sees. 402 and ,085 of the Treasury and Post Of} 


De partments Appropriation Act, 1952 


, 


f ; | 
Information specialist 4 - . 
(sec, 402 Chauffeurs (sec. 405 


Bureau 
Number of Annual Number of Annual 
position salary positions sal 
Office of the Secretary 1 $9, 100 $12, 932 
Bureau of the Public Debt 3 6, 400 l 2, 77 
Bureau of Customs 10 4 37 
Bureau of Internal Revenue 2.0 7, SHE 
Bureau of Engraving and Printing ) 
U.S. Coast Guard 
Civilian 2.0 10, 675 l 2, 552 
Military 11.0 5X 200) 


Total te 96, 705 8 2} 
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Mr. Fernanprz. Mr. Parsons, you are requesting 24.3 new positions, 
or a restoration of positions / 

Mr. Parsons. Yes. 

Mr. Fernanpez. And you state on page 2 of your statement that 
$32,000 savings will be attributable to a reduction made by Public 
Law 233, which may result in less voluntary uncompensated over- 
time. T can visualize how that would work in just that manner, 

Have you taken that fact into consideration in requesting the 24.3 
positions 

Mr. Parsons. We realize, sir, that realistically even if we are granted 
money for the 24.53 positions we may not actually be able to fill them 
in the event we do not realize that saving of $32,000. 

Mr. Fernanprz. This has not been taken into consideration ¢ 

Mr. Parsons. No, sir: it has not. 

Mr. Fernanpez. Lf this is true, you probably would need more. 

Mr. Parsons. To realize average positions of 24.5, to be perfectly 
realistic. we would, 


DELEGATIONS AND TRANSFERS OF AUTHORITY 


Mr. Fernanpez. You state that action by the Secretary under the 
powers vested in him by the Reorganization Plan No, 26, included 
certain delegations and transfers. Will you give us a little more 
detail as to just what those transfers were and how they operate / 

Mr. Parsons. I will mention some of the major delegations and 
transfers that have taken place under plan 26. 

The first action taken by the Secretary under this plan was to 
transfer functions to the Burean of Engraving and Printing with 
respect to procurement and handling of distinctive paper for printing 
currency ard bonds. Prior to that time that function had been in 
the Bureau of Public Debt, and with a division of responsibility 
that we could not clarify without the plan. It resulted from an early 
statute that had never been changed, and we were permitted to change 
it under the authority of plan 26. 

We have many types of actions such as this one which sound rather 
unimportant, but in terms of the processing of paper and the burden 
on the Secretary, it is very great. We delegated authority to the 
heads of all the bureaus for designating in writing officers and em- 
plovees who may administer oaths in connection with Federal employ- 
ment. ‘There were some statutory requirements relating to this that 
were very cumbersome, and this delegation of authority helped us 
to keep that paper work away from top officials and delegated it to 
appropriate subordinate levels. 

This is another type of delegation that was made that will illustrate 
the importance of having this authority which bound the Secretary 
and the Acting Secretary to their desks on minute paper work: For 
example, they delegated to the Commissioner of Internal Revenue the 
function formerly performed by the Secretary of the Treasury re- 
lating to the signing and filing of applications for the withdrawal of 
tax-free alcohol for the Bureau of Internal Revenue. You can see 
that even though the Secretary had to sign them, it was a rather per- 
functory thing, and vet the law required that he do it. It was a carry- 
over from back in the days when things were not nearly as complex 
is thev are today. 
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Mr. Fernanpez. I think that is sufficient for my.purposes. I just 
wanted to have some idea about it. 

Mr. Parsons. I might comment that the most effective use yet to be 
made of plan 26 will take place in connection with the Bureau of In- 
ternal Revenue reorganization. It will be used to the limit of its 
effectiveness. 

Mr. Frrnanpez. Then you also mentioned a few of the most sig- 
nificant improvements which have been made during the past fiscal year 
saving $8 million. Now, if those are going to be described later, we 
might just as well wait. If they are not, 1 would like to have some 
idea of what they look like. 

Mr. Parsons. Each bureau will be prepared to discuss them in 
detail, 

REEMPLOY MENT OF IDENTICAL PEOPLE UNLIKELY 


Mr. Canrietp. Mr. Parsons, recapitulating, you were forced last 
year to drop 62 employees and you want now to reemploy 243 is that 
correct ¢ 

Mr. Parsons. That is correct. 

Mr. Canrieup. Do you know what has become of the 62 employees 
that you dropped, or any part thereof ? 

Mr. Parsons. We could provide an analysis for the record for you. 
I know from direct knowledge that a good number of those people 
retired that probably would not have retired had we not been faced 
with that predicament. In other cases there were transfers to other 
agencies that had authority to expand, such as the OPS, and so on, 
but if you care, we will try to prepare a summary analysis that will 
illustrate what has happened to those people. 

Mr. Canvietp. The question T have in mind is would you be able 
to reemploy some of those people if you were given additional funds ¢ 

Mr. Parsons. 1 doubt if we could reemploy for the most part the 
identical people. It would have to be other people. At the clerical 
and stenographic level, which is a rather changing picture in this city, 
the odds are we would have to recruit new people at the entrance level. 
The same might be true of professional people. In some cases we might 
be able to reemploy the same people. 


RESTRICTION ON USE OF FUNDS SAVED 


Mr. Canrrenp. You tell us vour estimate reflects an estimated sav 
ings of S5v.000 attributable to the reduction in annual Jeave, Publie 
Law 233. and vou tell us, too, that vou have been able to absorb 812.000 
of the pay increase voted this last vear by the Congress. Being short- 
handed were you precluded from using any of those funds to hire 
additional] emplovees 

Mr. Parsons. The estimate of $32,000 results from the application 
of a uniform formula which is being applied to all estimates, as we 
understand it, coming to the Congress. On estimates involving pro- 
duction-line operation, certainly there will be definite savings real- 
ized where you have a mass of people doing production work. Tn our 
case we feel that it may not really result in any savings. In fact, we 
doubt very much that it will. In that case, of course, it means that we 
Will lose positions for which we have money. In other words, we will 
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have to hold positions vacant in order to pay the salaries of other 
people. 

Mr. Canriecp. The question I have in my mind is, were you pre- 
cluded from using any of these funds in the rehiring of what you 
call needed help ¢ 

Mr. Parsons. That is correct. 

Mr. CanFietp. You were not permitted to do so by law 4 

Mr. Parsons. We have not done any of that. 

Mr, Canrietp. Who is the General Counsel of the Treasury / 

Mr. Parsons. Mr. Thomas J. Lynch. 

Mr. Canrietp. He was here yesterday / 

Mr. Parsons. Yes, sir. 

Mir. Canrieep. And the funds for his office are included in this 
request ¢ 

Mr. Parsons. That is correct, sir. 

Mr. Canrietp. What was Mr. Oliphant’s title 

Mr. Parsons. He was Chief Counsel for the Bureau of Internal 
Revenue and the ranking Assistant General Counsel of the Treasury. 

Mr. Canrievp. He has resigned ¢ 

Mr. Parsons. He has resigned. 

Mr. Canrietp. Has he been replaced ¢ 

Mr. Parsons. Not as yet. The position is occupied by an Acting 
Chief Counsel today. 

Mr. Canrietp. What does the General Counsel of the Treasury, Mr. 
Lynch, have to do with reference to the Bureau of Internal Revenue 
nnd the Office of Chief Counsel of that Bureau / 

Mr. Parsons. Mr. Lynch is responsible for the legal program of the 
Department; for the setting of standards of professional competence ; 
for the general carrying on of the legal work at headquarters, which 
involves legislative matters and that type of thing, and for general 
overseeing of the legal program of the Department. 

Mr. Canrieip. Would he be the one who would certify fraud cases 
tothe Department of Justice 4 

Mr. Parsons. He would not. That is the direct responsibility of the 
Commissioner of Internal Revenue. 


EFFECT OF THE JENSEN AMENDMEN' 


Mr. Steainsxr. The workload of the Department has increased ac- 
cording to the revelations yesterday, Mr. Parsons, and yet faced with 
the Jensen amendment, it seems that you are also—— 

Mr. Gary. The Jensen amendment did not apply to this bill. 

Mr. Steminsxi. I beg your pardon, but in the Newark office I was 
informed that for every four people absorbed one is replaced, and 
that is precisely why Lam bringing this up. Though it has not been 
affecting the Treasury Department officially, there seems to be such 
wn understanding in the Newark office. Girls there are working over- 
time. Army Air Force is taking some of its people. A CAF-—3 in the 
Newark office can go to the Army and rate a CAF—t, or whatever the 
terminology IS. 

To some in the Internal Revenue Bureau in Newark, there is evi- 
dently an impression that the Jensen amendment applies. 

Mr. Parsons. It certainly does not apply. 


7 () 
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Mr. Sreminskt. Some girls there are tempted to say, “Why should 
I stick with the Government if I can do better with the Army ¢” 

Mr. Witson. Would it not be well for you to inquire from the girls 
as to Where they got their information 7 

Mr. Sreminski. I was there recently and merely asked someone, 
“How is morale?” and was told, “We are doing the best we can, under 
the circumstances.” 

Mr. Wizson. I would like to know where they got their information. 

Mr. Steminskt. I said, “Will vou call in a girl or two and ask 
them?” Hedid. One girl often worked Saturdays right along with 
the boss. I asked one. “Do you want to stay?” “Well,” she said, ‘I 
keep telling myself it is good to work for the Federal Government, 
but there are others who go across the street, figuratively, and get a 
higher rating doing my type work with less hours.” 

And then he told me, “What can you dof With every four va- 
eancies vou are allowed to fill only one.” 

Mr. Frernanpez. There is no regulation in the Department with 
reference to the Jensen amendment ? 

Mr. Parsons. There is not. 

Mr. Fernanpez. There is no such practice, so far as you know / 

Mr. Parsons. There is not. 

Mr. Sreminskt. May Lask that a check be made there / 

Mr. Parsons. Yes. 

Mr. Sieminski. [ was impressed with the heavy workload and with 
the manner in which the people were working, and with the high 
morale they are keeping in spite of the vilification of people in Govern- 
ment, and in spite of the Department of Defense being able to offer 
higher salaries for the same job. 

I think that vou are doing a magnificent job, but in fairness to these 
youngsters who are trying to hold on with pride, [ do think that we 
should investigate the situation, at least In Newark. 

Mr. Parsons. That is the collector’s office in Newark / 

Mr. Steminski. Yes. 

Mr. Parsons. We certainly will. 

Mr. Steminske. If you need verification of the names of the per 
sons involved, T will do it only in confidence. 

Mr. Parsons. [do not think that will be necessary. 

Mr. Steminsni. That is all. 

Mr. Wintsox. T would like to ask Mr. Sieminski who is “he” that 
is referred to who was passing out such information, 

Mr. Steminsxi. May | go off the record / 

(Discussion off the record.) 

Mr. Witson. T think it is our obligation to find out for ourselves. 
I personally would like to call the director of the office before the 
committee and ask him where he got his information. 

Mr. Gary. There is nothing to show that the director of the office 
is giving out that information. 

Mr. Winson. Someone has been giving out information which is 
not conducive to good morale and work, as our colleague here has 
just told us. There is either inefliciency or incompetence there, or 
some ulterior motive that we should know about. 

Mr. Sremrinskt. [ean assure you that there was only good will and 
evident efliciency there, Mr. Congressman. The above-stated impres- 
sionexists. It nity not come officially, but it was an on-the-ground ad- 
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mission. There is no ill will whatsoever. They are taking it in 
stride. 

Mr. Canrieip. Perhaps that is the reason two girls took 8,000 re- 
turns from the office 2 years ago and dumped them down into the 
sewer, 

Mr. Steminske. If there is anvone doing a good job for the Federal 
Government, they are doing it right on down the Ine. 

Mr. Witson. That does not remove the desire on the part of some 
of us to get the rotten apples out of the barrel, because they are going 
to contaminate the eood ones. I think that you should, since vou 
brought the subject up, give us the information that you inferred 
should be available somewhere. 

Mi. Sreminsxi. T have only asked that ‘Treasury check. I made 
the statement. I was immediately stopped and told the Jensen 
amendment did not apply to the office. 1 salute the Newark office 
and its people. "They are hard workers. 

Mr. WILson. Who is in charge of the Newark otlice / 

Mr. Parsons. Mr. John D. Manning is the collector. 


IMPROVEMENTS DURING FISCAL YEAR 


Mr. Gary. Mr. Parsons, there is a statement here that I would like 
to have explained. At the end of your statement, in which you set up 
a few of the most significant improvements during the fiscal year, 
vou list No. 3—"Installation of automatic polishers and semiautomatic 
feed boards on flat-bed printing presses.” Where were they installed 4 

Mr. Parsons. In the Bureau of Engraving and Printing. 

Mr. Gary. The savings then is in that Bureau / 

Mr. Parsons. Yes: and in turn is reflected in the appropriation for 
the Office of the Treasurer of the United States for the purchase of 
currency, 

Mr. Gary. By reason of the fact that the cost of printing the cur- 
rency has been lowered 4 

Mr. Parsons. That is correct, sir. The unit price for the produe- 
tion of em reneyv, as the Secretary stated veste menys has been reduced, 

Mr. Gary. Will vou give us some idea as to how this new set-up in 

he Bureau of Eneraving and Printing is working now / 

Mr. Canrienp. Off the record. 

( Discussion off the record. ) 

Mr. Parsons. IT will try to elaborate. 

The Bureau of Engraving and Printing is still one of the major 
bureaus of the Treasury Department. The legislation provided for 
the so-called business-tvpe budget. The Bureau charges all the users 
of their services a cost in order to recoup to their re volving fund and 
they are fully accountable on a business-type basis. The actual appro- 
priations previously made for the Bureau of Engraving and Printing 
were transferred to the following agencies of Government for the 
most part: Phe Office of the Treasurer of the United States, the Bureau 
\ of Public Debt and the Bureau of Internal Revenue. Included in the 
estimates for these latter three Bureaus are the funds for the purchase 
of bonds, currency, and revenue stamps. That money is used to pur- 
chase the particular commodities that the Bureau of Engraving and 
Print Ing’ produe es, 
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Now, as was stated vesterday, through the management improve- 
ment efforts of the Director of the Bureau of Engraving and Printing 
and his staff, and as illustrated by this one item of $1,600,000 of 
savings, the unit price of currency was substantially reduced to the 
extent. [ beheve, that the figure is 24,000.000 additional sheets of 
currency can be printed this year than were originally estimated 
because of the reduction in price. 

Mr. Gary. Does the installation of these automatic polishers relate 
only to currency 4 

Mr. Parsons. That relates only to currency and securities. There 
are some securities printed on those presses—savings bonds, for the 
most part. 

Mr. Gary. You have estimated the total savings as the result of the 
installation 4 

Mr. Parsons. That ts correct, sir. 

Mr. Gary. There would be no savings to other departments because 
of a reduction in printing that the Bureau does for the other de- 
partments ‘ 

Mr. Parsons, The major savings today would apply to the pro- 
duction of currency and bonds. The users of those are the Treasurer 
ot the United States and the Federal Reserve Joard. In other words, 
since we also print the Federal Reserve currency, they benefit like- 
wise, but of course they do not have appropriations for the purchase 
of their currency, 

Mr. Gary. What about the postage stamps ? 

Mr. Parsons. To the extent we are able to accomplish savings 
through the production of postage stamps, that is reflected immiedi- 
ately in the cost te the Post Office of those stamps. 

Mr. Gary. Would you claim credit for that in your statement / 
The savings would show in the Post Office Department rather than 
in vour budget. 

Mr. Parsons. The Post Office Department, as T understand it, in 
their estimates would have funds for the purchase of so many stamps 
at such and such a unit price. If that umit price is lower than it was 
the previous vear, that would be from two factors: one, increased 
production which would result) perhaps in a lower unit cost, or 
management and engineering improvements which the Bureau has 
been able to install and therefore produce more stamps with the same 
or less amount of money. 

Naturally, it would mean more stamps for the Post Office at the 
same or less money if we were able to realize engineering improve- 
ments in the production of those stamps. 

But. at the same time, the management of the Bureau attempts 
to keep a record of what they are able to accomplish to 
efficient production. 


et more 


CORPORATION BASIS OF ACCOUNTING IN BUREAU OF ENGRAVING AND 
PRINTING 


Mr. Gary. As [understand it, the Bureau of Eneravine and Print 
Ing has set up its accounting ona corporation basis / 

Mr. Parsons. That is correct. 

Mr. Gary. And they will appear before this committee / 

Mr. Parsons. They are prepared to appear before this committee. 
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Mr. Gary. When they do, instead of presenting requests for funds, 
as they have done in the past, they will present their budget showing 
receipts and disbursements ¢ 

Mr. Parsons. That is my understanding. They will present to you 
their financial plan of operation: an estimate of the production that 
will be requested of them, and then a showing as to what their estimate 
will be as to how much it will cost them to accomplish that production. 
Is that richt., Colonel Johnson 7 

Mr. Jounson. Mr. Chairman, there is a complete statement in this 
justification of the whole situation with respect to the Bureau of En- 
graving and Printing. The Director is prepared to come before this 
committee to justify to you the changes that are necessary in the 
operations of the Bureau, and their planned program for the ensuing 
Vear as compared tothe current and past vears. 

Mr. Canrieitp. To present a business estimate of the operation? 

Mr. Jomnxson. The business estimate is included in the justifica- 
tions before the committee at the moment. 

Mr. Fernanprz. Will the presentation made by the Bureau of En- 
graving and Printing be such as to enable the committee to pinpoint 
the savings they may have made there by their improvements, and 
determine where they would be reflected in the requests for appro- 
priations by the affected departments / 

Mr. Jounson. Yes; that is correct. 

Mr. Canrieip. Are any of these savings referred to attributable to 
lower costs of material, or are they entirely from a new mechanical 
operation / 

Mr. Parsons. I have not heard of any lowering of prices of ma- 
terials, 

Mr. Canrievp. I have not either. 

Mr. Parsons. I could not flatly say there were not any, but to our 
knowledge materials generally are going up, and have been in the 
last 2 or 5 years, rather than down. So I doubt very much if there 
is anything in here resulting from a lower cost of materials. 

Mr. Canririp. To your knowledge, is the Bureau paying more for 
its paper this vear than last / 

Mr. Parsons. I believe it is. Tecan supply for the record the actual 
unit cost of the paper 

Mr. Gary. The Bureau of Engraving and Printing is purchasing 
Its paper, is it not 4 

Mr. Parsons. Yes. 

Mr. Gary. That would be a proper inquiry to be presented to them 
when they come before the committee / 

Mr. Parsons. That is correct, sir. 


COORDINATION OF BUREAUS 


Mr. Gary. Now, Mr. Parsons, will you tell us what progr am you 
have for the coordination of bureaus in the various services / 

Mr. Parsons. The Department is organized, as you know, with 
the Secretary's office, and the staff facilities of ils Secretary's office, 
generally providing management leadership. The staff facilities of 
the Secretary, as I have indicated, include the Legal Division, and 
then coordination is provided in the fiscal area by the Fiscal Assist- 
ant Secretary, and the general management and administrative coordi- 
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nation by the organization under my direction, w = ‘h consists of three 
distinet areas which relate to the bureaus and in turn to the field 
service : 

No. 1 is the budget program under Colonel Johnson's direction. 

Next we have the personnel program of the Department under Mr. 
Hard, the Director of Personnel, and then we have the management 
improvement area. [would not say for a minute it can be segregated, 
since obviously Mr. Johnson’s work and Mr. Hard’s work is for a large 
part in the management improvement area, but the specialized work 
on management improvement is under the direction of my immediate 
assistant, Mr. William Lynch. 

The job of this organization under the Secretary's leadership is to 
provide stimulation, suggestions, and work with the bureaus; to assist 
them in their responsibilities in doing a better job in their particular 
line of work, and give any assistance possible to see that their job 
is done more adequately. We cooperate with their respective staffs 
in undertaking appraisals of their management effectiveness, both here 
in Washington and in the field service. 

This past year we concluded a number of field investigations, all 
in cooperat ion with the bureaus. 

Our organization takes the approach that our problem is to lead 
and inspire and not to be a club. The Secretary, as you know, has 
used that approach all the way through. You get just as much out 
of people as they are willing to put into if, and you have to encourage 
and stimulate them to lead in terms of getting better management. 
That has been the Secretary’s policy and the one all of us have at- 
tempted to carry out. As the Secretary has indicated, and as some 
of these facts indicate, we feel it has been an effective approach to 
the Management-iprovement program, 


COORDINATION OF THE ENFORCEMENT AGENCIES 


Mr. Gary. What is your program for the coordination of the en- 
forcement agencies in the various services ? 

Mr. PARSONS. At the present time the coordination program is 
under the supervision of Mr. Foley, the Under Secretary, who is 
assuming direct responsibility for the coordination of the Treasury 
enforcement program. 

In the field service, as you gentlemen know, and in each of the 
major investigative districts of the country—and there are approxti- 
mately 15—there isan area coordinator. That position rotates among 
the various enforcement chiefs of the Treasury. 

For example, in the Philadelphia area most recently the alcohol 
tax supervisor there was the coordinator of enforcement. In At- 
lanta—and I do not know as to the past vear—several vears ago I 
attended one of their coordination mee ol ‘and the head of the Secret 
Service there at that time was the coordinator of the enforcement 
activities. 

However, I might mention while this program has been very help- 
ful in bringing the boys together, getting a meeting of the minds 
on common enforcement problems and getting mutual assistance that 
we need, the most effective part of Treasury enforcement is illustrated 
hy the type of activity that Mr. Anslinger undertook here a few days 


ago. 
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While it may have appeared generally that the only participation 
in that drive at the time was that of Mr. Anslinger’s staff and the 
local authorities, without even asking him Tam sure—and Tam sure 
vou will find the facts will bear that out—he was assisted by Treas- 
ury agents, particularly customs agents, because he simply does not 
have enough men to undertake such an extensive round-up. But that 
is where ‘Treasury coordination comes in. His associates in the other 
enforcement offices are tapped and they are ready and willing to assist 
in that type of operation. They do it on a bie scale or they do it on 
2 small seale depending upon the particular need. . 

That. to my mind, is the best iustration of how ‘Treasury coordi 

ation inthe enforcement area works. 

Yr. Canrienp. That isa very interesting and a very important and 
very informative statement, Mr. Parsons. 

Mer. Gary. The clerk of this committee visited various offices during 
the recess of the Congress. He has told me that in several of the cities 
that program is not working as successfully as it might be, and that 
ome of the agencies within the area are somewhat apprehensive 
about it. 

Mr. Parsons. That, [am sure, is quite correct, Mr. Congressman. 
The system of coordination as we have it today only works as well as 
there is local coordination leadership. That is why IT wanted to ilus- 
trate the important factor in coordination is the mutual assistance 
between various investigative forces. That naturally would be en- 
hanced if the heads of the enforcement agencies in the area were on 
intimate Terris, on speaking or friend), terns and if they had nore 
or Jess recurring meetings. Effective coordination even with the top 


men not working together in best fashion still gets some results. It 


does work at the working level. T would not say for a minute that 
there should not be a sharpening up and a more vigorous tackling of 
the coordination problem. I am rather confident that the internal 
revenue reorganization will be a large factor in stepping up that 


oordination because. as vou centlemen realize, these are mone the 
most Important groups in our enforcement area: the intelligence 
vents and the aleohol tax agents both of those are im the Bureau. 
Phe reorganization will have an impact on the coordination prob 
lem and provide an excellent opportunity for strengthening the co- 
rdination system 

Mo. Gary. The information we have is that it could he stimulated 

great deal by a little better and closer supervision and leadership 
from the Department. 

Mr. Parsons. [certainly concur in that. 

Mr. Gary. We bring that to your attention so that you may look 
into that phase ot the operat ion. 

Mir. Parsons, Thank you, sir: we shall do that. 

Mr. Frernanpez. In your phrase, “coordination of enforcement 
forces.” you include the various agencies and also the State agencies? 

Mr. Parsons. We strictly imelude the coordination of Treasury 
enforcement agencies: Secret Service agents, narcotics agents, aleohol 
tax Investigators, intelligence agents, and customs agents. In addi- 
tion, of course, In those areas where Coast Guard has enforcement 
personnel they are included, It does not include local agencies. That 
sa matter of individual working relationship between the Federal 
enforcement CTOUp and the local police or other authorit ies, 
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Mr. Gary. But in the raids that are made by the alcohol tax unit, 
that particular unit does cooperate with loc al enforcement. officers, 
does it not 4 

Mr. Parsons. All of these groups do—their effectiveness is really 
only as good as their relationship with the local enforcement authori- 
ties. 

Mr. Gary. What I had reference to, Mr. Fernandez, was the pro- 
eram that the ‘Treasury Department has of coordinating the work 
of their own enforcement agencies, which is very inport: int. Our 
clerk got the impression in Visiting certain of the cities this vear that 
in one or two of the cities the program is not bel We carried out as 
icity as it might be: in some places it was very effective. but im 
others it was not and the agencies jo nadees realized it. 

Mr. Fernanpez. In the area of drug addiction, in the sale of mart 
juana, and one thing and another, 1 think there is room for improve- 
ment in the matter of coordination between the Federal agencies and 
the State agencies. I have always felt if that were stressed a little. 
our State officials would gain by it. And T think they would like to 
do it. if they were guided inthe right w ay. 

Mr. Parsons. Mr. Congressman, if it will help the committee, 1 
will ask Mr. Anslinger to be particularly prepared on your area of 
the country, to describe how they work there. He will probably have 
some good illustrations for you. 

Mr. FrrnaNnvberz. | Suppose the things that happen in ni State hap 
pen everyw here else. 

Mir. Parsons, Yes. 

Mr. Fernanpez. In the past there used to be some Jealousy between 
the State officials, the county officials and the Federal officials. But 
they are doing a much better job now, I will say, in my own State. 

Mr. Canrieup., May T comment on that observation of my colleague / 

I think that jealousy has emanated mostly from people on the loca! 
level, IT think you will find in the history of Federal law enforcement 
that that is the story. 

Mr. Fernanpez. It might be mutual. 

Mr. Gaary. There may be times when the Federal Government can 
not use the assistance of local agents. In the disclosures made by the 
Kefauver committee it tppeared that In some Instances the loen 
agents were linked with crime rings. If the Federal a ge nts work 
local authorities under such cireumstanees, it will give the local 
thorities an opportunity te tip the criminals offas to what is going t 
take }) ace. 

Mr. Canrienp. That is just what Thad in mind, Mr. Chairman. 

Mr. Gary, Exactly: so they have to be guided, T take it, by the en 
cumstances that they find in each locality. 

Mr. Parsons. That is certainly right, s 


With 


EMPLOYE! Ss” SUGGI STION PROGRAM 


Mr. Canrinip. Mr. Parsons, you made reference to the employees’ 
suggestion program in the Department. That is a subject in which 
this committee has been keenly interested. Is that pretty much 
alive? Are you getting many suggestions that are worth while from 
employees and is action being taken on those 4 

Mr. Parsons. T have a brief summary on that, if T may takes 
Moment to eve it fo Vou. , 
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Mr. Canrrevp. It has to do with morale and I think we would be 


interested. 


Mr. Parsons. The following are some summary statistics on the 
suggestion program of the Treasury Department and the status of 


it as of November 30, 1951. 


(The matter referred to is as follows:) 





Incentive awards program as of Nov. 30, 1951 
SUGGESTIONS 
Suggestions submitted (8, 695 
Withdrawn a. 
Rejected_. 12, GST 
Adopted, cash award authorized 2.377 
Adopted without award 2, 388 
Pending November 30, 1951 a4 
ivtal 18, 695 
Payments 1 2,577 aw rdopted $58, 81: 
Estimated first i \ w these sugg iS $1, 154, 539 
EFFICIENCY AWARDS 
Amount of Estimated first 
Ni nea 
; iward year savings 
lo individual . Mio 7,90) 
l'o a grou {4 l 1, 500 158, OOt 
Potal 1,975 155, 98 
SUMMARY 
Total pa tion 1 eff ywards $50, 7TYO 
Potal ! yeu vin 51, 320, 534 
rotal en ec ig awards 2, 43 





Mr. Canrietp. Would you, in passing, Mr. Parsons, give us an illus- 
tration of some of the important suggestions that have been made ? 

Mr. Parsons. May we supply for the record three or four of the 
outstanding suggestions as illustrations / 

Mr. Canrievp. Yes. 

Mr. Parsons. I should be glad to do that. 

(‘The matter referred to is as follows:) 


IEXXAMPLES OF EMPLOYEE SUGGESTIONS ADOPTED 

1. An Alcohol Tax Unit employee in Philadelphia recommended that chemical 
plants, which manufacture ethyl alcohol as a byproduct, be exempted from 24 
hour supervision by storekeeper-gagers. In lieu thereof, a spot-check inspection 
procedure was installed to provide for inspection at any time during each 24-hour 
period. Award of $275 was made for saving the services of four gagers, repre- 
senting $14,90S annually. 

» A revenue auditor recommended revision of Form 1040, schedule C, to 
include cautionary instructions re treatment of goods withdrawn for personal 
use or deductions not connected with business or profession. The suggestion 
helped procure the proper treatment by taxpayers of items in question and greatly 
accelerated the selection of returns for tield examination. Adoption of the sug- 
gestion will also result, it is believed, in a substantial increase in the revenue. 
An award of $725 was paid for annual savings of $161,500. 

3. A pressroom foreman in Bureau of Engraving and Printing suggested that 
size of paper used in printing cigarette stamps be reduced. ‘This was done by 
reducing cutting and trimming margins. Award of $375 was paid for $30,000 
annual savings. 

t. Two customs employees suggested a revision in baggage declaration form 
which coordinated, expedited, standardized, and reduced to a minimum the proc 
essing steps taken in connection with shipments covered by baggage declarations, 
Award of S275 was paid for over $30,000 annual savings. 


“I 
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(Discussion off the record.) 
Mr. Gary. Thank you very much, Mr. Parsons. 
Mr. Parsons. Thank you, Mr. Chairman. 


Iripay, JANuARY 11, 1952. 
BUREAU OF ACCOUNTS 
WITNESSES 
R. W. MAXWELL, COMMISSIONER OF ACCOUNTS 
G. L. CAKE, ASSOCIATE COMMISSIONER 
H. R. GEARHART, DEPUTY COMMISSIONER 
R. E. SMITH, BUDGET OFFICER 
SALARIES AND EXpeNsEs 
Lamounts available for obligation 
1951 actual 1952 estimate 1953 estin 
Appropriation or estimate $2, 090, 000 $1, 025, 000 $2 O41, 000 
Proposed supplemental due to pay increases 82, 000 
Total available for obligation 2, 040, OOO 2, 007, 000 2, 041, OOF 
Unobligated balance, estimated savings 102, 442 
Obligations incurred | 1, 987, 558 | 2, 007, OO 2 O41, OOF 
| 
Obligations by activities 
Description 1951 act 152 
Processing deposits of withheld tax payment STUN, RN4 $783, 159 s 
Financial reporting and maintenance of the Government's 
central accounts 634. 669 & { 
Development and installation of accounting and reportin 
system 1S. O44 | » 
4, Processing investments, loans, Claims, collections, 
ety bonds 147, 7O¢ ( 
Supervision of the Federal deposit iry system GO, OST ) 
Executive direction | a8s { jt 


Obligations incurred 
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Obligations by objects 








Object classification 1951 actual 195y estimate 1953 estima 
} ’ r rr fr 4 . 
| 1 | ‘ 1) 9 2» 9 
4 ie imt ill employee : 219 HY 
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Mr. Gary. We shall now consider the request of the Bureau of 


‘ 


this connection, we shall imsert im the record at this 


Obit puce 17 ot the justifications, from whieh at appears that the 
, ; } : . ] 5 ' ~~. 
otal appropriation for 1952 Is S1Ov5.000 and the request for 1955 
i i 
IS pa? 00. at merease of S1T16.000, 

Phe 12 appropriation figure does not inchide an anticipated re 
qiest fon ‘1 SI pplemet t | mpprveo} rintion to cover the cost ot atthor- 
i it : = i 

}> hereases 
The matter. ferred to is as follows ) 
| ‘ pp fig base f fiscal ear 19523 
I roappropriation, Pol aet $1, 925, 000 
sup) ine ropriation for Tbo2 
I" appropriation, To 1, 925, 000 
I" cial reporting and maintenance of the Govern 
central aecounts $9, O00 
. 
mo pate Ipplement for 1952 to cover cost of authorized pay 


oon 


Additions : 


1. Processing deposits of withheld tax payments 918 
2. Financial reporting and maintenance of the Gov- 
ment’s central accounts 34, 555 
3. Development and installation of accounting and 
reporting systems LS, 167 
f. Processing investments, loans, claims, collections 
and surety bonds 14. 599 
5. Supervision of the Federal depositary system ¢, 825 
G. Executive direction 10, 031 
SH, O90 
Adjustment in base (net) 77. 600 
Appropriation base for 1955 2, 002, 690 
Increase over appropriation base for 19538 os, 310 
Appropriation estimate for 1953 ? O41, 000 
Increase or decrease from total appropriation, 1952 116, 0900 
(‘omparisaer of appropriation base with appropriation estimate for 19: 
\ Ap] I 
\ 
: \ A\ sy 
A} , ‘ 
1 Pr 
es B38 87 U8 
} 
Ci 
iD) et 
1 Pr : 
I 2 
\ hou 
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GENERAL STATEMENT 


Mr. Gary. Mr. Maxwell, do you have a general statement / 
Mr. Maxweuu. Yes, Mr. Chairman. 
Mr. Gary. We will be elad to hear it at this time. 


ACTIVITIES AND FUNCTIONS 


Mr. Maxwenn. The appropriation estimates of the Bureau of Ac 
counts for 1953 are predicated on the continuance of its basic functions. 
which have hot changed during the past year. These funetions, for 
the most part, are closely related with and must be geared to the 
activities and operations of other Government bureaus and ager 
We have grouped them into eight general activities. The activit 
relating to. 1) Inakine pavinents and depositing collections for civi 


‘} >? ‘ 
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ian departments in the executive branch of the Government, excep 
the Post Office, United States marshals, and certain Governmen 
corporations and (2) issuing United States savings bonds for Federa! 
employees under the payroll savings plan are administered by thi 
Division of Disbursement of the Bureau of Accounts for which « 
separate appropriation is requested. The remaining six activities 
which are carried out under the appropriation for “Salaries and ex 
penses, Bureau of Accounts” consist of (1) processing deposits of 
withheld tax payments; (2) financial reporting and maintenance ot 
the Government's central accounts: (3) development and installation 
of accounting and reporting svstems: (4) processing Investments, 
loans, claims and collections, and surety bonds; (5) supervision of the 
Federal depositary system; and (6) executive direction. 

As the members of your subcommittee will recall, the processing 
deposits of withheld tax payments principally includes the amounts 
required to reimburse the Federal Reserve banks for their expendi 
tures in receiving and accounting for withheld taxes and the cost 
of printing depositary receipts and other required printed forms. 

The second activity includes the maintenance of the Government’s 
central accounts for appropriations, receipts, and expenditures and 
the compilation and publication of the annual report to Congress, 
Combined Statement of Receipts, Expenditures and Balances of the 
United States as provided under the act of July 31, 1894. This 
activity also includes the preparation of other regular financial state- 
ments for the Treasury Department including those for the Secre- 
tarv’s Annual Report, the Treasury Bulletin, and the Daily Treasury 
Statement, and the preparation of special reports requested by officials 
of the Treasury, by Members of Congress and the public. 

The third activity which we have called “Development and installa- 
tion of accounting and reporting systems” relates to the work of the 
staff of the Bureau of Accounts which participates with the General 
Accounting Office and the Bureau of the Budget in the joint program 
(o Improve accounting in the Federal Government and other programs 
for improvement of accounting and reporting within the Treasury 
Department. 

The fourth activity relates to the processing of investments, loans, 
claims and collections, and surety bonds. This category includes the 
making of Treasury loans to Government agencies as provided by law, 
investment of trust and other funds for which the Secretary of the 
Treasury is responsible, the billing and collecting from foreign gov- 
ernments under lend-lease and surplus property agreements, the han- 
dling of claims under international agreements and Claims Act and 
the Government Losses in Shipment Act, the review of the financial 
condition of surety companies authorized to do business with the 
United States Government and approval of certain surety bonds taken 
to safeguard Government transactions. It also includes the cost of 
the administrative accounting and the related detail work for many 
miscellaneous Treasury appropriations such as the appropriation for 
“Refunds of Moneys erroneously received and covered,” “Certified 
claims.” “Claims, judgments, and private relief acts,” and “Payment 
of unclaimed moneys.” which are paid upon final settlement made by 
the General Account ine Oflice. 
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The fifth category includes the designation of depositary banks to 
handle Goverment work, to determine that sufficient collateral is 
pledged to secure Treasury balances and to review their reports to 
ascertain that an excessive reimbursement is not being made. 

The sixth, executive direction, not only includes the supervisory 
staff which gives general direction to the Bureau’s activities, but in- 
cludes several special activities which are closely related thereto. 
For example, the review of proposed legislation involving fiscal and 
accounting matters, and the preparation of reports thereon at the 
request of the Budget Bureau, the Congress, or the Treasury Depart- 
ment, are handled in this activity. 

To cover the expenses of these activities for 1952 an appropriation 
of $1,925,000 was made, which, together with a proposed supplemental 
of SS82.000 to cover increased salaries under Public Law 201, Eighty- 
second Congress, will make a total of $2,007,000 available to the 
Bureau for 1952. For the fiscal year 1953, we are requesting an 
appropriation of $2,041,000, which is $34,000 more than the avail- 
able funds for 1952. The net increase of $34,000 in the 1953 appro- 
priation is the net result of several increases and decreases within 
the activity framework of the Bureau and is needed primarily to 
cover the increases in the purchase price of supplies, printing, and 
similar nonpersonal charges. 

This request for appropriation for 1953 has been closely examined 
by both the Treasury and the Bureau of the Budget and based upon 
a continuation of our present volume of work, it is believed that the 
amounts represent an accurate estimate of the funds required to carry 
out the functions of the Bureau of Accounts. 

Because the volume of the work of the Bureau of Accounts is not 
within its administrative control, the Bureau is continually faced with 
being required to take care of increased volume of transactions (which 
inust be currently processed) or other increased costs not within its 
control for which funds were not requested when the appropriation 
estimates Were originally prepared. For example, during the past 
fiscal year, certain new expenses chargeable to this appropriation 
arose, such as additional work under some activities and increases in 
cost of supplies and printing not included in the original estimates, the 
amount of which totaled 898,000. THlowever, through its management 
program and changes developed under the joint accounting program, 
these increases were offset by economies from improved and simplitied 
procedures which enabled us to return to the. Treasury not only the 
full amount of the unobligated balance resulting from a decrease in 
the volume of withholding receipts, amounting to nearly $100,000, but 
over $3,000 arising from other economies in operations. 

Mr. Chairman, if you would like more detail on that particular 
point, I have a statement showing the details of the increases and de- 
creases, Which you might wish to insert in the record. 

Mr. Gary. It may be inserted in the record at this point. 
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(The matter referred to is as follows :) 


Summary analysis of the application of manavement and other savings, 
fiscal year 1951 


Appropriation $2, 100, 000 


Less reserves and savings: 


1. Reserve, Public Law 759, Sist Cong 10, OOF 
” Unobligated balance June 30. 1951, account of reduced 
volume of depositary receipts 99, O2ZC 


8. Savings from legislative provisions: elimination of war 
‘ants under sec. 1210 of General Appropriation Act, 
1951 A, OSD 


!, Management savings: 
Procedural improvements under joint account 


ing program SS. 950 
Reorganization of operating units 4,925 


Simplification of withholding tax procedure in 
augurated Jan. 1, 1950 (exclusive of decrease 


in volume) a. 450 
linprovements in mechanical methods of main 
taining accounts m tts 
Miscellaneous 10. 765 
6, 877 
Total reductions . 210, 992 
Subtotal 1, SSO, QOS 


Plus increases not anticipated at time of preparation of 
budget 

Additional responsibilities relating to accounting for 

borrowings by Government agencies from Treasury 

under agreements authorized by new laws, liquidation 

of agencies, and verification of transfers between ap 

propriation accounts under see. 71210, General Appro 


priation Act, 1951 SS, 406 






Improvements in accounting and reperting procedures 





consistent with principles established by see. 114 of 
he Accounting and Auditing Act of 1950 (Public Law 
7S4, Sist Cong.) ~8, S46 
Increased cost of supplies, printing, communications, and 
nereased equipment required for preservation of 
ecords 4, O72 
\ its red by Jaw such as terminal leave and 
Soy 1 se y tax 6. 566 
Pest CTEASES 9S. 50 


Unobligated balance returned to Treasury (exclusive of re 


serve under Public Law 579, Sist Cong.) ’ 2 102, 442 


Mr. Maxwenn. In making the estimates for 1953, the Bureau con- 
sidered it doubtful economy to curtail in any way the management 
anil a counting inprovement progranis since it Is through these pro- 
grams that simplification of procedures has been obtained. The staff 
of accountants has done excellent work in inproving accounting and 
financial reporting within the Treasury and participating in the joint 
program. The accounting systems staff has rendered technical assist 
ance in connection with the improvement of accounting systems and 
procedures involving the entire Government as well as projects affect 
he acounting and reporting problems of the Treasury 


ine primarily th o 
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Department. The programs in which the accounting systems staff has 
participated or carried forward during the past year include the sim- 
plification of warrant procedure, the accounting for -adlyninits trative 
expenses In Treasury bureaus, the establishment of a business-type 
budget and accounting system in the Bureau of Engraving and Print- 
ing, the preparation of regulations requiring reports on foreign cur- 
rencies acquired and disbursed without charge to appropriations, the 
levelopment of procedures and the preparation of regulations cover- 
ing the extension of the withholding tax procedures to railroad retire- 
ment collections and to employees of States and political subdivisions, 
pursuant to Pubhie Law 374, Eighty-first Congress. a study of public 
debt accounting, the development and issuance of regulations covering 
the administrative control of appropriations and other authorizations 
to incur obligations and make expenditures pursuant to section 1211 
of the General Appropriation Act, 1951, the development of a regula- 
tion covering a simplified procedure for small purchases and similar 
other projects. 

[t is expected that these types of projects will be continued during 
the current fiscal year and the estimates include an amount for the 
same number of accountants and clerical assistants for rote 

I would like to conclude this general statement, Mr. Chairman, by 
pointing out that this requested appropriation for 1 1958 will permit 
us to employ 209 employees. In 140 we had 150 emplovees on the 
regular roll and 61 employees on the emergency relief rolls who were 
assigned to regular work, making 211 people. So that for this next 
fiscal vear, 1953, we will have less than we had back in 140, 


REDUCTIONS OF POSTTIONS 


Mr. Gary. How many new positions are vou requesting for 19534 

Mr. Maxwenn. Actually we will have a net reduction of 3, Mr. 
Chairman: however, the estimates show that we are asking for 1 addi 
tional job, for new work, which has come up in recent months: in 1952 
we Will have 212 emplovees and we have an estimate for 1953 of 209, 
so there is a net reduction of 5 employees from the current vear. 

Mr. Gary. Did vou have any positions abolished in 152 4 

Mr. Maxwenn. Yes, sit. We are doing it by attrition. In other 
words, we did not actually separate people, because we felt 

Mr. Gary. How many did you abolish ¢ 

Mr. Maxwetn. We will reduce from an average of 224.6 positions 
In M1 to 2lz for 1952, whieh will amount to a little more than 12 
positions, 

COST OF PUBLIC LAW 201 


Mr. Gary. How much of the increase requested i is for pay increases ? 

Mr. Maxwent, For the fiscal year 1953 the pay increase Is a net of 
56.690, That is for the 209 employees. 

Mr. Gary. Pay increases as a result of the aet of Congress last 
vear 4 

Mr. Maxweu. Yes, sir: Publie Law 201. 

Mr. Gary. How much of that pay increase are you absorbing, 
rany? 

Mir. Maxweur. We are absorbing 812.000, 





S4 
JOINT ACCOUNTING PROGRAM 


Mr. Gary. Will you tell us something about your joint accounting 
program? Tell us what progress is being made. This committee has 
heen very much interested in that program from the very beginning. 

Mr. Maxweti. I know you have and we appreciate it. T think very 
marked progress has been made, Mr. Chairman, as indicated in the 
general statement, in the number of projects which we have been 
participating in or carrying forward. IT think they might be gener- 
ally grouped in four different categories. First, we might group the 
projects for simplification of the warrant procedure and the expedit- 
ing of making funds available to the administrative agencies. 

Others would be grouped under the budget and reporting pro 
erams. This would include the establishment of procedures and the 
issuance of regulations to cover the reporting, receipt, and disposition 
of foreign currencies received or expended by agencies without charge 
to the dollar appropriation. This category would also include the 
extension of the application of teletype reporting for certain figures 
on the Daily Treasury Statement, and the completion of the classi- 
fication of fund accounts, which, over a period of vears, had been 
affected partially by procedure rather than by the type or character 
of the fund. 

The third group would cover the assistance we have rendered to 
bureaus in the Treasury Department, and the fourth would cover 
other Government agencies. 

If you have no objection, I would like to ask Mr. Cake to give you 
the details on these programs. He has been working with the General 
Accounting Office and has had close contact with them on this pro- 
gram, and supervises the staff which handles these programs. 

Mr. Gary. Is the program still being carried on under the joint 
committee ? 

Mr. Maxwenr. Yes, sir. 

Mr. Gary. The committee is composed of representatives of the 
Bureau of Accounts, the General Accounting Office, and the Budget : 
is that correct ? 

Mr. Maxwern. That is correct. The committee itself is the Secre- 
tary of the Treasury, the Comptroller General, Mr. Warren, and the 
Director of the Bureau of the Budget. They, of course, have dele- 
vated part of the work. In the case of the Treasury, the program is 
directed through Mr. Bartelt, the Fiscal Assistant Secretary, and the 
Bureau of Accounts staff is the working group. 

Mr. Gary. Tow is that joint committee operating ? 

Mr. Maxwerr. I believe they have had one meeting this vear. 

Mr. Cake. They have had various meetings. Mr. Chairman, and 
another one is planned for this month, at which there will be presented, 
for the consideration of the Comptroller General, the Secretary, and 
the Budget Director, a fairly comprehensive report of progress pre- 
pared jointly by the staffs of the three agencies. 

Mr. Gary. The recommendation has been made that a separate 
accounting department be created under an Accountant General. Is 
it still your opinion that the joint committee is more satisfactory ? 
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Mr. Cake. Mr. Chairman, a little over a year ago, as you will recall, 
‘he Congress considered the rec ‘ommendations you are referring to 
very carefully and instead enacted the Budget and Accounting Pro- 
cedures Act of 1950. We think that was one of the most outstanding 

jeces of fiscal legislation in many years. The Congress very defi- 

itely, in its declaration of policy in the law, included a statement 
thi it the Comptroller General, the Secretary of the Treasury, and the 

rector of the Bureau of the sudget should conduct a permanent 
joint program to improve accounting of the Government within the 
framework of the legislation. 

Mr. Gary. Tam familiar with that. What Tam asking you now 
-, Was Congress right, or is it still desirable to have one man as the 
head of the program 4 

Mr. Maxwenn. We feel definitely the cooperative method is the 
wetter method. It takes cooperation regardless of how it is set up. 
because this job involves the fiscal relations for which the three agen 

es are responsible : and we must get cooperation in order to vet im 
provements in procedures—or any change, as far as that goes. 

We feel that the cooperative arrangement which we have now will 

us the best results we can obtain. 

The establishment of an Accountant General, as recommended by 
the Hoover Commission and others, ina way has its merits, but there 
are certain parts of it which we do not think would be practicable. 
Phere would be a conflict of responsibilities and we feel that the coop- 
erative arrangement which is now in effect and which was mentioned 
in the Budget and Accounting Procedures Act of 1950 is the best 
way of making improvements. 


ADEQUACY OF AUTHORITY 


Mr. Gary. You think that the act has given you all of the authority 
necessary and that you are progressing under that act / 

Mr. Maxwetn. Yes, sir: we are progressing definitely. As to the 
uithority that we need, I think the basic authority is there and as we 
develop certain procedures, we run into legislative snags, which means 
that we will probably have to have legislation on the particular prob 
lem that we run into. 

Mr. Gary. That is always true. 

Mr. Maxwenn. But the basic legislation, I think, is sound, and 1] 
think is exactly what we need. 

Mr. Gary. Mr. Cake, did you desire to continue with you 
tatement / 

Mr. Cake. Mr. Chairman, I would be glad briefly to explain the 

lirection the work is taking. I might say that there have been de 
velopments in three gener: al directions since we talked to you at the 
ippropriation hearing last year. 
One has been in the area of procedures that have general applica- 
tion to all agencies throughout the Government. The other has been. 
ve think, a trend toward improvement in budget presentation in 
everal respects. 
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The third, of course, is the work that is beine done at the @rass 
roots in individual agencies. Mr. Maxwell referred to the fact that 
the Comptroller General and the Secret: iy of the Treasury have 
issued several point regulations under authority of the new legisla 
tion. LT would like briefly, if vou care to have me do so, put in the 
record a statement indicating exactly what those changed procedures 
were, 

The procedures for making appropriated funds available to the 
various agencies of the Government for expenditure were improved 
and simplified, The old procedures were changed in two respects. 
Mirst. the entire amounts of appropriations with few exceptions are 
now placed to the credit of the disbursing officers at the time that the 
ppropriations are set upon the books of the Treasury and the spend 
iy agencies. Before, the individual appropriations were advanced 
piecemeal throughout the year to disbursing offices in accordance with 
requisitions submitted by the spending agencies. Obviously that 
aves paper work and delays. 

Second, collection of repayments to appropriations and special and 
trust-fund receipts. with few exceptions, are now credited directly i 
he accounts of disbursing office rs. Be fore, the MOE had to be «le 
posited in the Treasury, covering warrants issued by the Secretary 
ind countersigned by the Compiceiior General, eine the MoOneV then 
equisitioned to get it into the hands of the collecting agencies again 
i wv spending. 

The advantages of these changes in procedure were: First, quite a 
nimiber of procedural steps in paper work between the Treasury, Gen- 
eral Accounting. and the various agencies were eliminated. This 
aves paper work. Second, the danger of delay in payment of publie 
reditors is avoided because of being able to get the money immedi 


t 


tely into disbursing officers’ accounts ready to disburse, 
In the third place. it does a great deal in simplifying and facilitat- 
iliation between the accounts of the spending agencies 


le recone 

that administer the appropriations and the ‘Treasury's accounts by 

HAVING per the deposits ana eollections Pass throug! 1) ae accounts 

isbursin oe officers of the ‘Treasury who are really t ones who 
] 


ceal with the » people at the operating points Wn the nA spending 


I ean eall attention To some Savings, if vou think I shold. 


Mir. Maxwenn. Yes: it would be desirable. 
SAVINGS IN Pil} FREASURY DEPARTMENI 


Mr. Cake. We have had some savings in the Treasury. We feel 
that there isas aving of ye oeene S40,000 and S50.000 in the fiscal sers 
ice of the Treasury, 1. e.. in the Treasurer's office and the Bureau of 
Accounts. Tecan also give a: some idea of the paper work that has 
been saved in the Division of Bookkeeping and Warrants alone as a 
result of the change in fiscal procedure, if yen wish. 

Mr. Gary. The committee will be glad to have it. 


&7 


(The matter referred to follows:) 


Economies effected in Division of Bookkeeping and Warrants resulting from joint 


re gulations 





] eliminated < affect 
Re i y 
: Subject 
Fiscal I 
awa ! Warrant Postings ro 
Direct deposit of repayments to 
ippropriations 4,000 120, O14 % OO $1. 200 ST AM) 
Automatic advance of funds to 
disbursing officers 3, OO 6, G00 17, 300 4, FAK 1, 500 
Direct deposit of collection 
credit to trust and special funds 4,700 120. 000 7. 500 7. 500 
rot MM I OO 957, 3K ( "i “M | 
} \additior savings in the fiseal service of the Treasury Department were effec ed in the ppt 
ns for (a) the Division of Disbursement, 87.875, and (6) the Treas e Unit S 2 ( 
amount of vings from the siinplifieation in the re oncilement of secount ,dmit trat sey 
those ¢ the Ir isury fs not available 


IMPROVEMENT IN) BUDGET PRESENTATION 


Mr. Cake. Two things have contributed to the improvement iN 
budget presentation. In the first place, there has been a revision of 
the fund structure and related account ¢ lassifie ations for the Govern 
ment’s receipts and appropriations. Second, there have been adopted 
business type of budgets and accounts for an increasing number of 
activities around the Government of an industrial nature. 

There has been a complete revision of account classifications—and 
when I say complete revision T mean we have gotten out a complete 
new classification with such revisions as are necessary, for this next 
vear, for the Government's receipts and ap propriations. We have 
revised the account classifications on the basis of an earlier revision 
of the Comptroller General’s regulations to provide an improvement 
inthe fund structure. 

To date the Government accounts, expenditure accounts, - in five 
main groups: The Budget accounts consist of general fund, special 
fund, and revolving fund accounts. On the nonbudget side there are 
trust fund and deposit fund accounts—that is, of a banking nature 
such as funds of patients in hospitals, 

Now, what has been done is to regroup the individual accounts 
within the five basie categories, which has olive na much clenre reand 
better classification of accounts in the budget. I know the Budget 
Bureau will support that. 

Also it provides a more accurate disclosure of the nature of the 
particular accounts. Not only that but this new classification has 
provided the Bureau of the Budget, Treasury, and the various agen- 
cles a basis for treating the same items in the same way. 

The progress of work in the individual agencies, in the final analysis, 
depends upon how well they take hold of their accounting problem 
with the technical help which General Accounting Office, Treasury, 
and Budget Bureau can give them. 
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I will be glad to give you a half-dozen illustrations of some of t! Ge 
things that are going on, if you would like to have them in the recor ar 
They are simply an illustration of the type of things that are going © hy 

Mr. Gary. I think we should have that. the 

[nt 
NEW LONEY-ORDER SYSTEM Bu 


Mr. Cake. Undoubtedly vou are familiar with the fact that tl 


Post Office Department installed a new money-order system last year . 
involving putting the money orders on puncheards, having thos . 
orders flow through the Federal Reserve banks. and then go t as 

{) 


regional accounting offices of the Post Office Department. T unde: 
stand, from the littl contact that we have had so far, the system put 


into effect has been working well and providing better service, . 
NEED OF ACCOUNTANTS IN POST OFFICE DEPARTMEN' 5, 
iii 

Mr. Gary. T have been informed, Mr. Cake, that there has bee: re 
some difficulty encountered in the Post Office Department accounting, pe 
system because post oflice Inspectors have been placed in accounting 
positions, rather than accountants, be 

Mr. Cane. IT would not know of that. Mr. Chairman, because tha At 
is an organizational problem. LT understand that they are going Ty 
through the throes of reorganization since the enactment of the Post aT 
Oilice Financial Control Aet, which transferred the accounts from 
the General Accounting Office to the Post Office Department, and (i 
that leaves in the General Accounting Office only the auditing. C 

Mr. Canrienp. Tam at a little loss to understand that. in view th 
of the fact that they came up here last vear and told us they want 
hspectors— 

Mir. Gary. Yes: but inspectors have liad little, if any, accounting of 
experience and the postal authorities are insisting, [ am told, o D 
filling these positions with inspectors rather than employing me 

ho are qualified accountants. ui 

No one is more interested in the promotion of personnel within the 
Department than LL. Merited promotions are necessary for proper 
morale, but that should not fo TO the extent of putting au oman ina 
position for which he is not qualified. Accountancy is a specialist’s 
job, requiring the services of a man with technical training. Experi 
ence and Vears of service as a postal Inspector does not make a man an 
accountant if he has not had particular training or experienc ein that { 
field. 

Thad planned to discuss this matter with the Postmaster General] 

vi he Nn he appears before the Committee. I think it ought to be un 
derstood that if we are going to have a satisfactory accounting sys 
tem. it should be manned by accountants. 

Mr. Canrivip. fT agree with the statement you have made, Mr. 
Chairman, and I will go alone with vou. 

Mr. Gary. T am sure you do, because you have been very much 
interested in this accounting program. 

SIMPLIFIED METHOD Of ACCOUNTING 
\ 


Mr. Cake. Another improvement in procedure that has been worked 
out by the Post Office Department with the Treasury Department, the 


’ 
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General Accounting Office, and the Interior Department, where they 
ave involved, is the simplified method of accounting and settlement 
by the Post Office Department for the sale of st: unps; In the case of 
the Interior Department, migratory bird stamps: in the case of the 
Internal Revenue Bureau, documentary stamps, wid in the case of the 
Bureau of the Public Debt, savings stamps. 

Periodic settlements are now made by the Post Office Department 
with the Treasury Department and Interior Department in Washing- 
ton on the basis of the improved accounting, rather than having the 
postimasters all over the country currently depositing the proceeds 
of stamp sales into special accounts, which involved quite a bit of 
paper work. 

Over 8,000 certificates of deposit have been saved by such procedure, 

In the Department of Justice a complete revision of the accounting 
system for United States marshals has been installed in the 27 Judicial 
districts. This installation was started in October of 1949. It has 
reduced, we understand, the paper work of the marshals about 7 
percent. 

[ could go on with other illustrations, and I think there ought to 
be mentioned the fact that the United States Coast Guard has finally 
accomplished its installation of a new accounting system in the ‘Treas- 
ury Department and has reached the stage where they are now pro- 
ducing systematically financial reports. 

As a matter of fact, the Treasury received from the Comptroller 
Greneral an extremely complimentary letter on the installation of the 
Coast Guard's accounting system in connection with the approval of 
the system, indicating that he thought it was going to be helpful 

onide elsewhere throughout the Government. 

We also completed the installation last vear, effective July 1, 1951, 
of a new system, an industrial system of accounts in the Bureau of 
Kngraving and Printing, and we understand that is operating satis 
factorily, although all new systems of course are subject to some 
idjustment. 

The Bureau of the Mint has done an e xcellent job, almost entirely 

its own effort, in revising its accounting manual, and we think 
he accounting is on a very excellent basis tod: ay. 

Phe Treasury Department also participated with the Bureau of 
ie Budget, along with the General Accounting Office, in what we 
hink is an extremely important project, which was instituted at 

request of the House Appropriation Committee a Vear and a 
half ago. This is a complete study of the budgetary practices of 
vencies, particularly in relation to their accounting as related to 
the budget estimates. Surveys were m: eit as your committee knows, 
ind were submitted to your committee by the Bureau of the Budget 

cooperation with the General Accounting and Treasury. Sometime 
last summer a Government-wide program of follow-up was instituted. 

Last fall a series of meetings were held with all executive agencies, 
the purpose being to insure that each agency had a well-conceived 
program of improvement, with the program to be carried out this 
winter and spring. I understand the Bureau of the Budget. in 

collaboration with the General Accounting Office, intends to keep a 
very close follow-up on the progress being made under that program. 
And T understand it is the intent to keep your committee informed 
of that progress. 
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I will be glad to give you further examples, if you wish. 
SURVEY OF BUREAU OF CUSTOMS ACCOUNTING 


Mr. Gary. Did you not make a survey of the Bureau of Custom: 
during the year 

Mr. Cake. There was a survey made of the revenue accounting 
system of the Bureau of Customs jointly by represent: atives of thy 
Bureau of Customs and representatives of the Bureau of the Budget 
and our accounting staff, and the accounting staff of the Genera! 
Accounting Office. Certain recommendations were made to the Bureau 
of Customs of what we thought would be an improvement in thei 
accounting system. 

Mr. Gary. What are the results of those recommendations 4 

Mr. Cake. I understand they are going into them intensively right 
now, ; 

Mr. Maxwein. May I interpolate this statement, Mr. Chairman ‘ 

Mr. Gary. Certainly. 

Mr. Maxweur. There was raised, in connection with the recommen- 
dations, one or two questions of legal authority, and [T understand 
the question is being considered by the attorneys of the Treasury 
Department and the attorneys of the General Accounting Office to 
see What legislative provision should be worked out in order to permit 
the recommendations to be put into effect. 

\s T understand it, they ran across a legal snag. for which we have 
to find a solution. 

Mr. Gary. But thev are following that up ¢ 

Mr. Maxwein. Yes. sir. thev are. 


PROCESSING DEPOSITS OF WITTLHELD TAX PAYMENTS 


Mr. Gary. What is the justification for the increase of SE5.000 fon 
process g deposits of withheld tax pavinents ¢ 

Mr. grog The reason for that. Mr. Chairman, is primarily 
because se the 1CPese In the cost of SUP] plies. and printing COsts, 
ich we h: ave tO furnish to the banks principally depositary receipts 
and envel ope s. That { lig ure Is ap proxinn siete $10,000, 

The 85.000 item is partly due to the increase in volume. This 
analysis of estimates which we have here i that this amount 
Is an increase in cost of sup plies but part of the 85.000 includes the 
cost of a pro bable inerease in volume. {) nder the Revenue Act of 
1951, there will be increased tax withholdings. which normally would 
he expected to result int i larger nunmiber of emplove a. ee wh, 1O woul | be 
withholding S100 4 cnet or more, So it brings more emplovers 
within the regulation requiring them to deposit monthly mstead of 
quarterly, 

CHANGE IN LANGUAG! 

Mr. Gary. Will vou explain the necessity for the change in lan 
euage / 

Mer. Maxwern. Yes. Mr. Chairman. We have onutted from the 
language the reference to e sa eo nt of stenogr: apliic contract serv- 
ices, and have inserted Bureau of Accounts as a matter of clarification. 
The subject of contractual services is contained in section 15, of Pub- 
lic Law 600, Seventy-ninth C ongress, which permits the heads of the 
« lepartme nt to provide cert: iin stenogr: aphic contractual services In the 
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event that authority is contained in the agency's appropriation lan- 
cuage. This question is being considered, as T understand it, by the 
department to make the provision general, so it will not be necessary 
to retain it in this particular appropriation. As a matter of fact, we 
have not had very much use for this language in the last few years. 

Mr. Gary. What is the necessity for putting in the words “of the 
Bureau of Accounts” 4 

Mr. Maxwecr. Just for clarification, to indicate it apples only to 
the Bureau of Accounts activities. We have a similar designation in 
the account for the Division of Disbursement, Mr. Chairman, but this 
relates only to activities of that Division, 


LEND-LEASE AND SURPLUS PROPERTY ACCOUNTS 


Mr. Canrvieip. Mr. Maxwell, one of your functions is the billing 
and collecting from foreign governments on lend-lease and surplus 
property accounts. 

Mr. MAxwe uu. Yes, sir. 

Mr. Canrirenp. And you tell us that the billings are prepared 
periodically for presentation to foreign governments in accordance 
with agreements under which amounts are due the United States for 
lend-lease and surplus property transferred to that country 4 

Mr. Maxwréu. Yes, sir. 

Mr. Canriéup. And that each billing is in effect a statement of the 
amounts due the United States on a specified date pursuant to the 
agreement, and that each billing must reflect the status of the account. 

Mr. Maxwetu. Yes. 

Mr. Canrretp, And that they take into consideration credits on 
account of real property or foreign currency acquisition. You state 
these credits have effect on the interest caleulations and necessitate 
numerous computations. 

Mr. Maxweuu. Yes, sir. 

Mr. Canrietp, And collections under the billing are deposited into 
the appropriate account upon receipt. 

Mr. Maxweuu. Yes, sir. 

Mr. Canvirip, Do you have a statement showing the status of those 
accounts / , 

Mr. Maxwenn, The estimated lend-lease and surplus property col- 
lections for this vear are around S75 million. Mar. Cantield, T lave a 
statement as of October 31, and [am sure we ean provide you with a 
later one. but this shows the total accounts receivable at the close of 
October 31 as S4.491,000,000, of whieh we have received S2.076,000,000, 
levy ing the net amount due the United States of S2Z.415.000000 as out 
standing. 

That is divided into several different categories, but about 2.3 bil- 
lion dollars is to be paid over a period of vears—as I recall many are 
H0-vear agreements. And this vear, there is due the principal amount 
of S164 million, and interest, 87.7 millions making 2 total of “24 mil- 
lion due this fiscal vear. We have some S49 million overdue, which in 
chides amounts subject to further negotiation between the foreig 
governments and the United States. 

Mr. Canrienp. In the past vou have presented to the committee a 
detailed statement of the total amount involved. 
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Mr. Maxwewr. Several years ago such a statement was furnishe 
upon request. It has not been done in recent years because no r 
quest Was made. 

I will be glad to supply such a statement. 

Mr. Canrienp. With the permission of the Chair, I should like | 
request that such a statement be presented to the committee for th 
Vvear, 

Mr. Gary. Yes. 

Mr. Maxweny. Twill be glad to supply it. 

( Eprror’s Nore.—The statement requested appears on p. 95.) 

Mr. Canrienp. Mr. Maxwell, what is the status of the account 
the Soviet Union / 

Mr. Maxweui. I understand that the State Department Is no 
attempting to negotiate with the Soviet Union to determine t! 
amount that they willagree to pay under the original lend-lease agre: 
ment. Lwonderif Tmight ask Mr. Gearhart to supplement that reply / 

Mr. Canrienp. Certainly. 

Mr. Gearuarr. There is not much to be added to that. In othe: 
words, the matter is still under negotiation, as Mr, Maxwell said, be 
tween the State Department and Russia, to make a final determinatio: 
as tothe amount for which we will bill them on that account. 

Mr. Canrieitp, When was the last payment made on their account / 

Mr. Graruarr. It was made for the fiscal year 1951, I believe. 1 
do not have the exact date, but within the fiscal year 1951. 

Mr. Canrieip. You can supply the exact date, with the amount du 


and the status of it / 3 S 
Mr. Gearuarr. Yes. > 
Mr. Maxwenni, As T understand, you want the same kind of state = 5 

nent that was provided by request before / 

Mr. Canrienp. Yes. s 
(The statement referred to follows :) : 














<q savas 
polled 8 JaA0 


tudod og OF 
























Sanonms <c DS tee : a 










































t ) al 7 { ae r. ‘ 1 
tf TWO } lood } 10} 4} | y s | { } 
vie 1? Uded j 1 } ’ l } Lo. } I f l { 
LE E68 “692 re 2 4 , Pb xHg 6 > #29 Tt re j i t 1 i 
= ts | | - 
| | j : tf nai 
+ HO) | . ) t‘T 
-_ 
o> FEN OSU 1906 st } | 4 \ 
| j 
| ‘ w rd | ) Itc | . IPO Nw 
Os »* TES ON TE | i : [ 
1 on Os 70°2 j ‘ ( i j \ 
. I7. t ~ } #6 ; t ~ ’ \ 
92, at £0 I KR! MNP PGE Ff iS “OBO “ZI SS ss XS ‘ t ) ] H 
; = Qs | 7 WwW ETO 0 | ) ) ye " i 
| t te } yON wt -t O89 } 
SxUa § wD } } t i 
. IZ - » s( | See) ) j 4y j { 
a> arty - ' ray I we | tt ‘ 
r 62 ‘1ZT GS gi ( [2 } $i T ) 
{ | 7 'RER OQ < O74 ¢: 
ES RN ATE ‘RTE ‘ b OTA® rey QF re g i 
RO) fF RZPS ) < 
WU A wad ' 
ys 4 liq] if i | | 
jo potiod i) | 
ned l i ’ iO 
} A. 4 i 
: ) 
t ) 
) ) are 
’ ra 
‘ y } 
: . ; j 0) piuepta fi ) >>) yn? spd O2S8D Dp ] 
) 1667 ‘T& (00q fo sp'sapott fo por Mp 4020 pipdad ag OF F poh Sry] p pj } 
’ ! ‘ wie 








Fripay, JANUARY 11, 1952. 


DIVISION OF DISBURSEMENT 
WITNESSES 


W. MAXWELL, COMMISSIONER OF ACCOUNTS 

D. BANNING, CHIEF DISBURSING OFFICER 

F. CANNON, ASSISTANT CHIEF DISBURSING OFFICER 

0. BRYANT, ASSISTANT CHIEF DISBURSING OFFICER 

E. SMITH, BUDGET OFFICER 

W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


DO Ad BD 


SALARIES AND EXPENSES 


amounts available for obligations 


1951 actual 1952 « 
Appropriation or estimate $11, 050, 000 $11. 500, 000 $12 
I upple tal ct S] , 
i ments trom ott 1 l 80. 9 AC { 
Total available for obligation 9 ] r l { 
Unobligated balance, estimated saving 10, GOS 
Obligations incurred 11, 600, 042 12,911, 349 13. 346 


Obligations by activities 


PAYABLE OUT OF REIME EMEN FROM OTHER 





Obligations by objects 


Object classification 1951 actual 
SUMMARY OF PERSONAL SERVICES 
yt mber of permanent positions 3, 046 






equi lent of all other positions 264 
» number of all employees 


Average salaries and grades 

General st hedule grades 
Average sal iy 
Average grade 





tions 







$8, 694, 9OT 








Part-t iporary positions 686, 385 
Regular pay in excess of 52 week base 
Payment above basic rate 49, 777 
Payments to other agencies tor reimbursable details 3, 458 
Total personal service obligations 4, 434, 527 
DIRECT ORLICATIONS 
: Me : &, 976, 759 
0 | 1), 240 
03 Tr orta 0 107, 239 
04 C u tion se 58,314 
0O5 Re ywnd util er 
Space 95, 506 
Equipment 287, 503 
06 = «6Print 136, 800 
P 
07 Other SR, 852 
0» 912. 
09 t y 
] LW is, and indemnities 
15 7 1 12, 941 
Potal dire bligations 11, 019, 092 
) 4 S PAYABLE r OF REIMRURSEMENTS FROM 
THER ACCOUNTS 
Ol Pe i t ‘ 157, 768 
02 | 1, 021 
03 Tr ion of things 5, 140 
“oC on services 2, 942 
05 | lity se ‘ 
4,818 
14, 504 
0 5, 627 
heck 21, 448 
ri 4,485 








Potal obligations payable out of reimbursements 
ym ott ( runt SRO. 950 
Obl ? ~urred : 11, 600, 042 
Analysis of expenditures 
1951 actual 
Unliquidated obl ( tofy $1, 367, 884 
Obligations incurred du tt eal 11, 600, 042 
12, 967, 926 
Ieduct 
Reimt yhligat f 
Uni bl t id ot bs 








Expenditures are ¢ ter \ 
4 yut of current 9. 480, 417 
Out of prior au 1, 334, 297 
Out of anticipated 1952 supplemental for pay increase 


1952 estimate 


3, 022 
218 
3, 075 





$9, 662, 506 
631, 650 
36, 737 


54, 610 


10, 385, 503 


9, 900, 579 
17, 200 
113, 400 
61, 700 


304, 200 
144, S00 
429, 112 
44, 100 
1, 119, SO9 
101, 900 


27, 200 


12, 314, 000 


184, 024 
SOM) 

5, 100 
2, 800 





1952 estimate 


$1, 565, 512 
12, 911, 349 


14, 476, 861 


597, 349 


1, 206, SOO 
12, 672, 712 


10, 309, 100 
1, 565, 512 


79S, 100 


1953 estima 


$3 


Gs 


$9, 9S6, 
6354 


4 


i ¢ 


10, 713 


10, 219 


119, 3 


64 


610, 





1953 estim: 


$1, 206, 
13, 346, 2 
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Mr. Gary. We will take up at this time the request for the Division 
of Disbursement, and in that connection we will insert in the record 
at this point page 41 of the justifications. 

(The matter referred to follows :) 


Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act_ a, Be pan ees es ES OO OOW 
Supplemental appropriation for 1952_-.--.-------- Ae ee ee ee ee 
Total appropriation, 1952. ~~~ _- Pe eae ABD aor eraser ek 11, 500, 000 
Reductions ; 
1. Processing payments and collections__----_.---~ $285, 26 
2 Issuance of savings bonds__ aed ao ae 6, 337 


291, 633 


Additions: 

1. Processing payments and collections_—~~- __ 945, 658 

2. Tesuance-of savings bonds... ..—- shina 

973, 000 
Adjustment in base (net) ee ee nr ae eee 681, 367 
Appropriation base for 1958___-_- eo) Cee Eto. eee 
Increase over appropriation base for 195 Ns) : 7 en 554, 633 
Appropriation estimate for 1953 ae: Ra) ee Ey 2, 736,000 
Increase or decrease from total appropriation, 1952_---____ 41, 236, 000 


Comparison of appropriation base with appropriation estimate for 1953 


Appropriation base | Appropriation esti- Increase or 
for 1953 mate for 1953 decrease 
Activity 
RAVavS A ver- Aver- Aver 
age . we . ize Peneerte 
posi- Amount posi- Amount posi- Amour 
tions tions tions 
1. Processing payments and collections 2,778 $11, 864, 009 2,928 $12, 418, 642 +150 + $554, 65 
Issuance of savings bonds S4 317, 358 x4 317, 358 
Increase over appropriation base 2,862 12,181, 367 3, 082 | 12, 736, 000 +150 +554, 63 
Adjustment in base (net) {Res +67 —681, 367 |.._...- me +681, 267 
Total, appropriation 1952, and ap- | | 
propriation estimate 1953 R 2,929 , 11,500,000 | 3,012 | 12, 736, 000 +83 | +1, 236, 006 


| 





! Does not include anticipated supplemental for 1952 to cover cost of authorized pay increases. 
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Mr. Gary. From this justification statement, it appears that the ap- 
propriation for the fiscal year 1952 was $11,500,000. The request. for 
1953 is $12,756,000, an increase of $1,236,000, 

This does not include an anticipated supplemental for 1952, to cover 
the cost of the authorized pay increases, 

Mr. Bannina. No. 


GENERAL STATEMENT 


Mr. Gary. Do you have a general statement, Mr. Banning? 
Mr. Bannina. Yes. 

Mr. Gary. We will be very glad to hear from you at this time. 
Mr. Banntne. Thank you. 


FUNCTIONS AND ORGANIZATION 


The Division of Disbursement disburses appropriated, trust, and 
special funds for civilian agencies of the Government. It also exer 
cises certain related functions, the more important of which incluck 
receiving and depositing collections, acting on claims of payees for lost 
checks, and issuing savings bonds under the Federal payroll allotment 
plan. The services are performed in a Washington office and 26 re- 
cional offices located in the financial centers of the United States, the 
‘Territories, and the Philippine Islands. All disbursing and collecting 
procedures followed and the types of equipment used are virtually 
uniform in every office. Employees who handle currency and secur 
ties are bonded for faithful performance of duty. A standard cost 
:ccounting system is kept to determine the unit cost for each operation 
performed in writing checks, making collections, or issuing bonds 
K xpenditure s are recorded for direct labor, ri ‘vision, supplies Con 
sumed, and overhead for each type of work (i. e., addressograph pet 
odic payments, addressograph salary payments, typed miscellaneous 
and schedule payments, transfer-facsimile check payments, cash pay 
ments, receipt and deposit of collections, and the issuance of United 
States savings bonds). 

In presenting the appropriation estimates each year our practice has 
een to touch briefly on expenditures for the latest completed year, 
the projected expenditures for ci current vear, and the requested 
appropriation for the ensuing year. Estimates of the Division are 
based solely on two factors, the hes of items (i. e.. checks, cet 

ificates of deposit and sav Ines eR to be processed multiplied 
the unit cost. 


APPROPRIATION FOR FISCAL YEAR 1951 


For the fiscal vear 1951 the Division had an appropriation of $11, 
O50.000, In addition we received S580.950 as reimbursement for work 
performed for transfer agencies. The reimbursement came from two 
organizations making payments from special funds—the Railroad 
Retirement Board for which checks are drawn on the railroad retire 
ment trust fund, and the Production and Marketing Administration, 
conservation and use of agricultural land resources, for payments 
under the Soil Conservation and Domestic Allotment Act of February 
29, 1956, as amended (16 U.S. C. 590 g—590 q). Our total available 
funds for that year were, therefore, $11,630,950. All told 188,027,401 
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items were handled at a cost of $11,600,042, thus making the average 
unit cost less than 614 cents. It was a good year for the Division. We 
processed approximately 1,300,000 items more than originally cal- 
culated, yet we were able to turn back $30,908 of our appropriation to 
the Treasury surplus fund. 
APPROPRIATION FOR THE FISCAL YEAR 1952 

For the current year 1952, the Division has an annual appropriation 
of $11,500,000, In addition we will need a supplemental appropriation 
of $814,000 to defray the increased cost of salaries under the Pay Act 
of 1951 (Public Law 201, 82d Cong.). The two items make a total of 
$12,314,000. Aside from appropriated funds the Division will receive 
S597.349 as reimbursement from the two transfer agencies serviced, 
making the total funds $12,911,349. This year the Division will proc- 
ess 197,952,200 items at an average cost of about 614 cents per item. 
I am inclined to believe that our volume may be somewhat larger than 
the figure quoted. The present trend indicates that the number of 
payments to be made for some agencies may exceed their original esti- 
mates. An analogous situation existed prior to World War Il. If 
the period 1941 and 1942 can be used as a criterion, some of the ac- 
tivities relating to national defense and rearmament may step up 
their demands, thus increasing the number of payments to be made. 
Included in this group are: Selective Service System, Economic Stabi- 
lization Agency, National Production Authority, Subversive Activi- 
ties Control Board, Federal Civil Defense Administration, Technical 
Cooperation, and others. We had a tight squeeze to keep within our 
apportionment through December 31, 1951. 


APPROPRIATION REQUEST FOR THE FISCAL YEAR 1953 


Initial estimates submitted by the administrative agencies for 1953 
indicate that the Division will be called upon to process 206,768,900 
items, or 8,458,100 more items applicable to appropriated funds than 
in 1952. It will be the first time that the work has exceeded 200,000,000 
items. ‘To handle this volume we are requesting an appropriation of 
$12,756,000, together with authority to receive S610.248 as reimburse- 
ment from the transfer agencies serviced, making the total $13,346,248. 
The projected average unit cost per item for 1953 is 80.0645, or less 
than 614 cents. 

The difference in the amount of the appropriation between 1952 
and 1953 is made up of the increased work volume and the higher cost 
of salaries due to Public Law 201, Kightyv-second Congress. The 
higher prices are offset in part by savings resulting from management 
improvements and reductions in employees leave under Public Law 
233, Eighty-second Congress. For a quick comparison, our original 
appropriation for 1952, exclusive of the salary increases under Public 
Law 201, was $11,500,000; our appropriation request for 1953 is $12,- 
736,000 (which includes the added cost resulting from the Pay Act). 
The 1953 estimate is an increase of $1,236,000 over the amount orig! 
nally appropriated for 1952. In fact the additional requirements 
would have been $1,527,633 were it not for savings of $291,635 resulting 
from the streamlining of accounting, the extension of improved labor- 
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saving devices, and the statutory reduction in the allowance for annua! 


leave for certain employees. 
Mr. Chairman, I have here a statement analyzing the increases an: 


decreases between 1952 and 1953. I believe it will give you a goo 


comparison between the two years: 


Increase 1953 over 1952 


Reasons for increase 








Items Cost 
(\dditional work load: 
Social Security Administration 7, 251, 000 $381 
Income tax refunds 250, 000 12 
Other administrative agencies 4, S10, 600 379, 7 
Veterans’ Administration, regular 1, 778, 500 ils 
Refunds on national! service life insurance 2, 075, 000 1038, 
Subtotal (net increase in work volume 8, 458, 100 5A, ¢ 
t of pay INNCTE4St Public L aw 201, 82d Cong 973, 0 
Total increase tim E & 458. 100 1. 597. ¢ 
Inet 
Management 
Streamlining of accounting and a n 38, | 
Extension of use of improved addressing machines for periodi¢e pay- 
mant 42, 50 
Ir »ved personne] administration —4, 000 
Savings resulting from reduced annual leave (Public Law 233, 82d Cong.) — 207, O01 
Net increase to appropriation tg oa nee, &, 458, 100 1, 236, OO 


VOLUME OF WORK 


In compiling its appropriation estimates, the Division obtains writ 
n statements from all agencies projecting the volume of work which 
ley anticipate will have to be processed. When received, estimates 
ive carefully reviewed by our budget management in the light of the 
vctual volume for the current and prior vears, present trends, legisla- 
tion affecting the payment activity and other factors. If a question 
irises the particular ageney is contacted, the problem discussed and, if 
necessary, the estimate revised, This policy assures accurate forecasts 
of work to be performed. The projected work volume as submitted in 
our appropriation estimates over the past 5 vears has varied less than 

» percent from the volume ultimately handled. Incidentally it is 
ilso our practice to cireularize the larger agencies a second time each 
year, just before the appropriation hearings. We want the latest 
nformation. 

I have done this cirecularizing agencies again this year. This is a 
report that I received from our budget officer. I can insert it in the 
record, or read it. 

Mr. Gary. Insert it in the record at this point. 

(The matter referred to follows: ) 


le 

’ 
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JANUARY 10, 1952. 
MEMORANDUM TO THE CHIEF DISBURSING OFFICER: 

In December 1951 we requested the larger agencies served by the Division to 
miirm their estimates of work volume submitted to the Department earlier this 
seal vear. Replies have been received as follows: 

Veterans’ Administration.—The latest information received from this agency 
reflects an increase of 4,687,000 over the amount reported for 1953. Disability 
ompensation, national service life insurance payments, and widows’ pensions 
ire rapidly increasing. On the other hand, veterans’ subsistence and schooling 

gram has not decreased as rapidly as originally estimated. 
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Social Security payments.—Telephone advice from the Social Security Admin- 
‘stration indicates that the payments to Federal old age and survivors’ beneficiar- 
| ‘os will amount to 59,000,000 items, or 2,500,000 less than reflected in our 1953 
| ippropriation estimates, The downward revision is a result of procedures revised 
hy the Social Security Administration, which provides for a single check each 
jonth payable to the legal guardian or parent covering the benefit payments of 
all minor children within a single family. 
Income tax refunds——The Bureau of Internal Revenue confirms that the 
(051 refund tax program will approximate the estimate of 30,500,000 payments for 
1953. I should like to point out, however, that the actual number of payments on 
the 1950 refund program amounted to 31,190,000, being almost 700,000 more than 
estimated for in 19538. 
Other administrative offices——Replies received from the Department of Agri- 
ilture, the National Advisory Committee for Aeronautics, the Federal Security 
Aveney, the Central Intelligence Agency, the Department of Labor, ete, all 
coufirm the work volume estimates submitted earlier this year. 
Conclusion.—Based on the above information, the division will be called upon 
fo process about 2,000,000 more payments than are included in the appropriation 
4) J 


estimates for 1953 at an additional cost of approximately $129,000. 
Roaer FE. Smiryu, Budget Officer. 


Mr. Bannina. Possibly your committee might be interested in a 
brief table showing what has taken place during the past 10 vears. 1 
lave here a comparison from 1944 through 1953 of the number of trans- 
actions classified as to payments, collections, and savings bonds. ‘The 
table shows the related expenditures and the average unit cost for each 
year. Subject to your approval, I would like to have the exhibit 
inserted in the record. 

(The matter referred to follows :) 


Table showing payments, collections, savings bonds, cost and wnit cost 


Number of Number of Number of 











¥ ; - er - re ne Average unit 
Fiscal year payments | collections ge ae a Potal items Potal cos cost 
’ H yonds 
44, actual___.... 61, 009, 197 10, 898, 153 4, 343, 544 76, 250, 894 $5, 160, 503 $0, 0677 
945, actual... §1, 845, 548 | 8, 657, 132 4, 554, 624 | 95, 057, 304 6, O18, 750 . 0633 
1046, actual. . 134, 541, 597 8, 051, 334 4,137,313 | 146, 730, 244 &, 520, 933 . 581 
47, actual. 160, 637, 192 &, 880, 329 2,970,901 | 172, 488, 422 11, 002, 370 . 0638 
18, actual _ _ | 162, 484, 273 6, 813, 240 2, 257, 138 | 5 10, 034, 622 . 0585 
49, actual | 175, 735, 576 5, 787, 078 2, 402, 927 | 925, ! 11, 215, 5é . 0610 
50, actual 189, 736, 578 | 5, 875, 718 2,485,644 | 198, 097, 940 | 11, 955, 053 | . 0603 
1951, actual 179, 872, 470 5, 728, 583 | 2, 426,348 | 188,027,401 | — 11, 600,042 | . 0617 
142, estimate. 189, 577, 700 5, 874, 500 |} 2, 500, 000 | 197, 952, 200 | 112,911, 349 | . 0652 
1953, estimate 198, 531, 400 5, 737, 500 2, 500,000 | 206, 768, 900 113, 346, 248 . 9645 
| | | 


1 Includes cost of blank checks heretofore borne by Bureau of Engraving and Printing and cost of salary 
ucreases authorized by Public Law 201, 82d Cong, 


UNIT COST 


The last column in the foregoing table showing the average unit 
ost each year from 1944 through 1953, I think, presents a significant 
picture. You will note that the unit cost was about 684 cents in 1944. 
Yet notwithstanding the repeated increases in wages and labor, and 
the ever-mounting prices on materials and services which have taken 
place in the last 10 years, the average unit cost for next year Is less than 
614 cents. The Division accomplished this result through the use of 
production controls, improved mechanical equipment, streamlined pro- 
cedures, and just close budgeting. Our complete financial plan for 
all offices, for all categories of expenditure and for each month is 
promulgated prior to the beginning of the fiscal year. Then we 
watch those unit costs. 
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In respect to unit costs we have some circumstances in our favor. 
Our 27 regional offices issue more checks than all the other 2,500 dis- 
bursing oflicers for the Federal Government. The production of this 
volume by a single agency reduces indirect costs (such as overhead, 
supervision, and administrative expense); permits a high degree of 
specialization of tasks, and warrants the maximum use of labor-saving 
devices for mass production. The combination of the three brings 
lower labor costs. Our manner of processing has reflected savings 
year after year from 1944 through 1953. 


INCREASE IN PRICES 


One problem we have had to cope with is higher prices—a situation 
with us continuously. Labor, material, and utilities have all gone up. 
Of course the prices affect our cost. We have an increase in our unit 
costs over 1951. If a business concern finds that the manufacturing 
cost of an article has increased, the management may curtail produc 
tion, and even in the Government some administrative agencies can 
follow much the same course and curtail their activities. The Divi- 
sion of Disbursement has not this choice. As a service organization 
we must pay all vouchers and payrolls submitted (provided the ad- 
ministrative agency has sufficient funds to its appropriation). We 
cannot reduce the number of checks to be written on social security 
benefits, veterans’ pensions, income tax refunds, salaries, miscellane- 
ous obligations and so forth. Furthermore, there is no way to elimi- 
nate any information inscribed on a check—that was streamlined long 
ago to & minimum. Work submitted by the administrative agency 
for payment must go on month in and month out. 

We have asked only for a bare minimum of funds in the 1953 esti 
mate. Our figure for 1953 is based on the 1951 unit cost. We have 
included no increase in prices for supplies. The press has intimated 
that the Economic Adviser to the President forecasted a minimum of 
3 percent increase, and there may be more. Most of our savings are 
siphoned off by increased prices. Our program for extension of labor- 
saving equipment has suffered because of funds which had to be 
diverted to meet higher prices on supplies and materials. Our pro- 
vision for mechanization has been slowing up. After the war we had 
a good 1 ee to introduce labor-saving devices. We took ad 
vantage of it. Your cammittee gave us somewhere in the neighbor- 
hood of 300. 000 a vear for some 5 vears to cover the cost of equipme nit. 
A substantial part of our savings is attributable to our equipment 
improvement program. This year with higher costs for equipme nt, 
we are spending less than half this figure. A good part of the equip 
ment expenditure will be used for repli wement of worn-out articles 
and not for increased mechanization. Ultimately, we will lose ground 
if the appropriation does not provide for efficient machines. 

Mechanization in a great measure has enabled us to keep the unit 
costs down in a rising market. Recognition should be given to the 
fact, however, that the unit cost itself does not necessarily tell the 
story. For some years the Division was proud to report a unit cost 
lower than that for the preceding year. With continually mounting 
prices such a trend could not go on indefinitely. Wages, materials, 
utility services, and other obligations have increased—salaries more 
than 6O percent since 1944—yet the 1953 unit cost is less than that for 
1944. 
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PRODUCTION DATA 


There is another method of comparison in which the trend from 
year to year may be evaluated. It is the annual production ratios, 
from which the conclusion is simple and inescapable. If the work to 
be performed has increased (as it has definitely been established) 
whereas on the other hand the number of persons actually employed 
has decreased (as has definitely been established) then progress has 
been made in securing greater production per employee. In 1944 the 
work handled per employee averaged 86,000 production items a year, 
which was then thought to be high. In the succeeding vears, by intro- 
ducing improved methods the average per employee was raised to 
60,000 units in 1951, an increase of 67 percent. In the current vear the 
Division expects to attain 64,000 units per employee, and for the fiscal 
vear 1503 we hope to go up to 65,000 units per employee, 

I have here a table which shows for each year since 1944 the total 
number of items to be processed, the number of employees actually 
used to perform the work, the average production per employee and 
the percentage of increased production per employee, which subject to 
your aprpoval Twill submit for the record. 

(The matter referred to follows :) 


Percentage of 

Number of Number of rage pro- increased pro- 

Fiscal year items employees duction per duction per 
processed required nplovee employee 
over 1044 


, actual... a 76, 250, S94 l 

5, actual 95, 057, 304 2,39 39, 000 

, actual 146, 750, 244 3, 14$ 46), 000 

7, actual 172, 488, 422 3, 735 46, 000 

, actual 171, 555, 651 3, 44! 19, 000 

4, actual 183, 925, 581 3 387 54, 000 
950, actual 148, 097, 940 ‘ 5S. 000 
51, actual 1&8, 027, 401 3, 138 60. 000 
52, estimate 197, 952, 200 3. 075 64, 000 


53, estimate 206, TAS, 900 65, 000 . 


Some idea of the progress made in the past 5 years may be gained 
from the fact that in the current year 1952, while the Division will be 
called upon to write 25,000,000 more checks than in 1947, it will require 
660 less employees to do the work. 


ANALYSIS OF WORK IN REGIONAL OFFICES 


In writing checks the Division has some 80 distinct tasks to which 
are applied carefully developed performance standards, both qualita- 
tive and quantitative. Every regional office is made cost-conscious, 
A monthly report is required from each oflice covering production on 
types of activities (i. e., veterans’ pensions, subsistence allowances, 
disability compensation, salary payments, miscellaneous typed checks, 
and so forth. The current month's production is compared with that 
for the prior month. A comparison is also made between offices of the 
same class. By focusing attention on operations where the output 
does not measure up to the standard, we can and do reduce personnel 
in relation to the volume of work to be performed. 
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IMPROVEMENTS 


During the past 5 years the Division has installed many chang: 
to reduce its unit cost per item: 

Production: Scientific scheduling of work volume for productio: 
control; employee selection and training, development of quantitativ: 
and qualitative standards of performance; specialization to enabli 
increased output; introduction of second shifts for part time em 
ployees to preclude overtime and to obtain greater utilization of equip 
ment; installation of standard cost accounting system. 

Simplification of procedure: Adoption of a single checking account 
to eliminate multiple depositary accounts, modification of deposit 
procedure to provide for immediate credit; consolidation of deposit: 
on one certificate; introduction of numerical amounts payable o) 
checks with the elimination of script amounts, thereby reducing the 
work on embossing of plates; implementing combined form of sched 
ule and voucher; utilization of monthly control summaries to reduce 
work in examining accounts current and supporting records; exten 
sion of addressing machines for initial and adjusted payments; en 
couragement of vigorous work simplification program ; active support 
of departmental programs with encouragement for employee 
suggestions, 

Development and improvement in mechanical equipment: Prepara 
tion of one-time checks by facsimile transfer posting; introduction of 
continuous feed forms in lieu of single sheet forms; installation of 
improved sorting, filing and locating devices; procurement of high 
speed intake and eject mechanism on key punch machines; microfilm 
ing checks to eliminate check copies, with saving of filing space and 
improvement records; standardization of bookkeeping machines and 
utilization of same in the preparation of accounts current; extended 
application of ribbon reinking devices to tabulating machines and 
addressograph equipment; development (in collaboration with the 
manufacturer) of a machine for signing and printing the object of 
expenditure on checks in one operation; introduction of the use of 
addressing machines combining the imprinting and punching of 
checks in one operation; development of mechanical devices to im 
prove proofreading. 

Sundry improvements: Establishment of direct continuous work 
lines; scientific space lay-out; general plant modernization; change 
from telegraph to teletype communication with extended use for ac 
counting reports; improvement in design, regulation, and distribution 
of forms with conversion to snap-out type of forms wherever possible, 
extension of the use of Treasury checks by United States disbursing 
officers in foreign countries in lieu of drafts drawn on the Secretary 
of State; installation of effective controls for handling returned 
checks and reduction in the number of undelivered checks; promotion 
of system for work measurement, cost accounting, administrative 
accounts, performance type budget. 

The items enumerated are the principal improvements, which the 
Division gradually introduced over the postwar period. 
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HIGH LIGHTS FOR SAVINGS, FISCAL YEAR 1951 


Management planning in the Division of Disbursement for the fiscal 
year 1951 was directed to five principal objectives: (1) Better utiliza- 
‘ion of manpower to increase production; (2) conservation of ma- 
terials and substitution of lower-cost articles; (3) improvement of 
accounting and examining procedures ; (4) development of new tech- 
niques in personnel administration; and (5) miscellaneous projects 
looking to savings in overhead. 

The following is a list of accomplishments of the management 
planning in utilization of manpower, conservation of materials, 1m- 
provement of accounting and examining procedures, development of 
new techniques, and miscellaneous projects which produced savings 
in the fiscal year 1951: 

1. Payment procedure: Savings 
(a) Extension of transfer posting process to include 12,084,000 
items, savings of about 1 cent ie 
(bo) Form simplification, including extension of the use of 
voucher schedules__--_-- ep tae. ere ee 20, 
(c) Preparation of tax-refund checks by means of electrical 
accounting machines equipped with bill feed device 
EE eg oT 1S Mi SE ee RSE Lay pS nee nr epee Paper pea 
(d) Extension of use of automatic card check punching design 
to addressograph equipment and other addressing-ma- 
GPO AEPCOV CN OIUS so ain a eee eee 
. Accounting procedure: 
(a) Streamlining of accounting records and reduction of ad- 
Ininistrative examination of vouchers____~~--~_--____- 
(6) Reconciliation of chief disbursing officer's checking account 
for civil service (pilot studyv__- a eee a Pe 

Personnel administration: 

(a) Extension of quantitative and qualitative standards of per- 
formance for increasing production (not otherwise ac- 
connted for under specific headings) ..-_._-___..________ 

Miscellaneous projects: 

(a) Microfilming checks, ribbon-reinking devices, dual-purpose 
check-signing machines, work-simplification suggestions, 
awards for suggestions, and other miscellaneous proj- 

103, 950 


$127, 905 


Total savings =e eee . - 437, 230 

The savings reported in the foregoing list for the fiscal year 1951 
enabled the Division to defray the cost of increased salaries due to 
within-grade promotions, $123,396; the processing of additional 
work above the appropriation estimate, $62,412; the increased cost of 
supplies, materials, printing and binding, $220,514; and the return 
to the United States Treasury of $30,908 unobligated balance. 

Savings effected in the fiscal year 1951 have been automatically 
projected into 1952 and are also reflected in the unit rate for 1953. 

That, Mr. Chairman, concludes my formal statement. 


HIGHER PRICES FOR SUPPLIES AND MATERIALS 
I would like, however, to comment briefly, if I may, on the situa- 


tion regarding higher prices on supplies and materials. I have here 
a statement which shows the increased cost of supplies, printing, 
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(ransportation, and other contractual services that was not included 
in the appropriation estimate for the fiscal year 1953. 
Mr. Gary. Has this been taken up with the Bureau of the Budget ’ 
Mr. Banning. No, sir. We always give you this picture every year 
on price trends. 
Mr. Gary. You may put it in the record at this point. 
(The tabulation referred to is as follows :) 
S atement of increased cost of supplies, printing, transportation, 


services not ancluded im appropriation estimates to fisca 


mow 
1, 000 
~ 000 


+ OW) 


102. 600 


t this nric s very favorabl 1S P} 


1 year 1953 may exceed this price. 


Mr. Bannina. That concludes my statement. 


NEW POSITIONS REQUESTED 


Mr. Gary. Tlow many new positions are you requesting for 1953 4 

Mr. Bannine. We are requesting 85 positions. Our employment 
for 1951 was 3,135 man-years. With this number we processed 188 
million items. Next year we will have 206 million items to process 
and are asking for 3,160 employees. 

Between 1951 and 1953 there is an additional workload of 18,741,000 
items, with an increase of only 25 employees. At the production rate 
of 1951 of 60,000 units per employee, we would require a total of 312 
people to do this added work. The graduated-leave provisions per 
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mitted us to cut down on manpower to the extent of 78 employees, so 
we are saving actually 209 employees. 

Considering the actual salaries for these employees, there is an 
absorption we are making of about $708,500, Coming back again to 
supplies and printing and transportation, which are all going up in 
cost, we will have to pay out about $213,500 more. What we are 
undertaking to absorb in 1953 over 1951 is about $922,000, Do I make 
myself clear? 

Mr. Gary. In your table on page 41 you show an average position 
increase of 150 and an adjustment in the base of 67, leaving a net 
of 83. 

Mr. Bannina. Yes. Mind you, we are processing 18,740,000 addi- 
tional items. 

Mr. Gary. Does the 83 include the restoration of any of the posi- 
tions abolished in 1952? 

Mr. Banntnc. No, sir. In the main those $3 positions will be of 
the operative type—key-punch operators, typists, proofreaders, and 
minor clerical employees. 

Mr. Gary. What new machines and procedures have you adopted 
since last year ? 


SAVINGS RESULTING FROM NEW PROCEDURES 


Mr. Banntna. I believe the committee is fairly well informed on 
our improvement program. We process checks by various types of 
equipment. On the recurring payments which include pensions, social- 
security payments, disability compensation, and so forth, inasmuch as 
the amounts are the same month after month, we use embossed plates 
in order to relieve ourselves of any cost of doing this work over month 
after month. The plates are removed from the file, and the checks pre- 
pared along with the voucher. That is the periodic type of payment. 

On the single one-time payment where the name changes and also 
the amount, the svstem was to type those checks. We do that to a 
great extent today. Within the past few years we brought im a system 
of faesimile transfer posting, and are trying to extend it every way 
possible, because it is the cheapest process we know. In the facsimile 
transfer, names and addresses of payees are printed on a schedule, 
either by an IBM tabulating machine or an electromatic machine, or 
by just an ordinary typewriter: against the reverse side of that sched- 
ule is a carbon turned the wrong way, which leaves a deposit on the 
back of the sheet. That sheet is threaded through a transfer posting 
machine, and the check is placed immediately below the schedule, 
The carbon deposit is forced down on the face of the check and trans- 
ferred to the check. The savings are thus the substitution of any 
fyping, the elimination of any error, and the simplification of proot- 
reading. It is a carbon impression on a check which to that extent is 
not so desirable, but the cost is about a cent less than the lowest cost 
we have had on other checks. We are working now with the General 
Accounting Office to extend that method to agencies who send their 
vouchers to us so that we can use it on miscellaneous payments. 

Heretofore it has been used mainly on income tax returns and addi- 
tional payments or adjusted payments in relation to veterans’ subsist- 
ence and allowance, or disability compensation. We use it also for 
one other type, agricultural adjustment payments. 
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Mr. Gary. How much savings has resulted from that? 

Mr. Bannina. I have calculated the specific savings made last yea: 
by the extension of transfer posting amounted to $127, 905. 

1 might say that we have quite ‘naturally covered as many of our 
activities into that as we can. The savings next year will be how 
much, Mr. Bryant ? 

Mr. Bryant. About $32,000. 


COST OF PAY INCREASE 


Mr. Gary. How much are you requesting for pay increases? 

Mr. Banning. The Division is requesting the sum of $973,000 fo: 
pay increases for the fiscal year 1953 

Mr. Gary. How much, if any, are you absorbing ¢ 

Mr. Banninc. Mr. Chairman, already we are absorbing additiona| 
expenses in excess of $900,000. We have increased our efliciency, a> 
IT have explained, by using fewer employees, and the fact that we have 
to meet higher prices. We have to pay out these higher prices for 
the materials just as sure as we do the salaries, and both seem to by 
going up continually. 

INCREASED VOLUME 


Mr. Gary. You gave us a table showing the increased volume fo: 
1952 and 1953 as compared with 1951 4 

Mr. Bannina. Yes. 

Mr. Gary. Although you had an increase in volume in 1952, you 
still had an increase in unit costs; is that not correct / 

Mr. Bannino. That is correct. We had an increase in unit costs 
in 1952 because we had considerably heavier expenses. We had to 
pay more to the employees and we had to pay more for supplies. — | 
should like to add that we also had a new expense that we had never 
had before in the form of blank checks which we had to pay, about 
$450,000. Had it not been for those expenses, as I recall the heat 
ings before the Senate committee, I showed that our unit cost for 
1952 would have been a little less than 6 cents per check. The Pay 
Act of 1951, of course, affected our 1953 unit cost also, Mr. Chairman 

Mr. Gary. Hlow does your present estimate for 1952 compare with 
the estimate that you made last year when you were here before us’ 

Mr. Banning. We are ina fair position in relation to our 1952 esti 
mate. We are very close. At the end of the calendar year 1951 we 
were just within our apportionment. IT would like to call attention 
again to the fact that we had not been buying much equipment. We 
have only been buying what was necessary for replacement. Wher 
we were before you last year, as I recall, we asked for about $500,000 
more than was given to us. We asked for $12,000,000 and received 
$11,500,000. 

Mr. Gary. But your estimate, when you were before us last year, 
for the number of items, was 202,000,000. Now your estimate is 
197,000,000, which is about 5,000,000 less than it was when you wer 
before us last year, is that not correct 4 

Mr. Bannine. That would be about correct. There would be 
variance of about 2 percent. * 

Mr. Gary. I am not criticizing your estimate, but would not tha 
cut your cost down, too ? 
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Mr. Bannina. Oh, yes; if we have fewer items we have fewer 
employees. 

Mr. Gary. That would be responsible for some of your decreases 
in cost. d 

Mr. BAnnine. Well, of course, a decrease in requirements, itself, 
will not reduce the unit cost. 

Mr. Gary. I understand that, but your unit cost should decrease as 
your volume goes up. 

Mr. Bawnine. Yes; provided the other items remain constant, but 
the cost of salaries and supplies did go up, and they went up in a 
greater percentage. 

Mr. Gary. Is the increase in unit costs due entirely to salaries and 
the inereased cost of supplies 4 

Mr. Bannine. Yes. The figure of 614 cents per item we have given 
would be higher if we had not had these economies. 


SAVINGS FROM FUTURE PROCEDURAL CHANGES 


Mr. Gary. What has been done, Mr. Banning, on your allotment 
control records 4 

Mr. Bannina. I assume here you have in mind the present require- 
ment in the disbursing office for checking the available balances of 
administrative agencies before passing a voucher for payment. This 
has been a requirement of law. Recently as the administrative agen- 
cies’ records became more reliable there was a feeling on my part and 
others of the Treasury that this procedure was not necessary, because, 
first, the primary responsibility for the administration of a program 
was with the agency itself and, secondly, there was additional work 
entailed in the Division of Disbursement in checking available bal- 
ances to ascertain if funds were in the appropriation. Work was 
started on this last year, and the matter is now before the Comptroller 
General for consideration with respect to relieving the disbursing 
officer of the requirement of checking these balances. If that proposal 
s approve d,as | hope it will be, there will be a savings to the Division 
of about $50,000. 


REDUCTION OF COSTS ON TAX REFUND CHECKS 


Mr. Gary. What has been accomplished in the reduction of costs on 
the tax-refund checks ? 

Mr. Banning. A good part of the savings of $127,000 that I re- 
ported here relates to the tax refund checks. We extended the facsimile 
transfer posting method to that type of activity. It is pretty nearly 
covered now. We will not receive much further savings because vir- 
tually all income tax refund checks are now transfer-posted. It was 
reported the saving in 1953 would probably be in the neighborhood of 
330,000. 

Mr. Gary. How do you arrive at your unit cost, Mr. Banning / 

Mr. Bannine. We maintain cost-accounting records which record 
expenditures for labor, materials, and. overhead. Each month we ob- 
tain a production report from the regional disbursing officers and the 
Washington disbursing officer, and by dividing the total of the items 
of production into the cost we ascertain the unit cost. 

I should like to point out that it is these very unit costs we use each 
year when we come to the committee and present our appropriation 
estimates. They are highly accurate. 
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UNFAVORABLE PUBLICLLY 


Mr. Gary. You had some rather unfavorable publicity last year as 
a result of the $500,000 check that was issued through error. 

Mr. Bannine. That is correct. It was an embarrassing matter be- 
cause of the newspaper publicity. IT just do not know how to attain 
absolute perfection. Iam dealing with individuals who are processing 
these checks; some 3,000 of them are working on the job. We devel 
oped our procedures in collaboration with the General Accounting 
Office and our own experts in the Bureau of Accounts. Yet mistakes 
creep in. Mistakes creep in in anything where human beings are 
engaged. With regard to human life, the most precious of all posses 
sions, we see accidents that extinguish it every day. 

In this particular case, there were about six accidents happened to 
make it possible for that check to go out. 

In the first place, this was a transfer-posted check on a tax refund 
from the Bureau of Internal Revenue. Originally it had the name 
and the correct amount, with merely one letter incorrectly spelled 
in the name. The proofreader, contrary to the customary require 
ments in such a case, deleted the item from the voucher and resub- 
mitted it to the Bureau of Internal Revenue for the correct spelling. 
Had that not taken place, the error would not have occurred. When 
the check was replaced, by typing there should have been a job sheet 
prepared. There were only two or three spoiled checks, so the replace 
ment clerk considered it unnecessary. Had the clerk prepared the 
job ticket which would require her to prove the total of those checks 
with another independent return, that error would never have hap 
pened. Unfortunately, the proofreader who handled the transaction 
was ina hurry; she took a chance and did not proofread them. Final- 
ly, before the check was released, it had to go to the Claims and 
Correspondence Section for checking and in that instance the clerk 
checked merely the name to see that it was all right. The release of 
that check was news. Of course, it was embarrassing to me. It was 
another case of man eats dog. In the past 6 years, out of about | 
billion checks issued, if we missed two or three of them, I do not think 
we did so badly in safeguarding the work. 

(Discussion off the record.) 

(The following material was submitted later. ) 

JaNvuARY 11, 1952. 
Hon. J. VAUGHAN GArkY, 
Chairman, Subcommittee of the Committee on Appropriations, 
House of Representatives, Washington, D.C. 

My Dear Mr. Gary: At the conclusion of the off-the-record discussion on thi 
erroneous check, a member of your committee requested the chief disbursing 
officer to summarize for the record the legal aspects as he had presented them 
at the hearing, in order that the public might not be misled by an article in a 
Washington newspaper. 

The erroneous check in question, drawn for $508,666.26, was inadvertently 
issued by the Washington regional office to Mr. Jay G. Beisser, 811 Viers Mill 
Road, Rockville, Md., in lieu of a check for $21.83 refundable on income taxes. 
Throughout the entire proceedings Mr. Beisser acted with the utmost good faith. 
He made no attempt to cash the erroneous check, but promptly notified the Wash 
ington office of its error. Upon receipt of this latter information, the erroneous 
check was voided, and a correct check was issued in lieu thereof, so that the 
question of payment on the erroneous check did not arise. 

According to an article in the paper, a newspaper reporter asked the cashier 
of a local bank in Montgomery County his opinion as to the liability of the 
Government had the payee negotiated the erroneous check (which he did not). 
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Among other things the newspaper article contained the following matter con- 
cerning the issuance of the erroneous check: “At the bank they were told the 
check was perfectly good and that it could be cashed. The Government—which 
had tilted the proper amount to boxcar figures—would have to sue to recover 
the money.” 

Such statement will not stand up in light of the facts. Put on notice by such 
obvious error no banker would honor the check. The banks, to receive payment 
from the Government on checks which they have cashed, must act in good faith. 
The negotiable instruments law, which is virtually uniform in all States, 
including Maryland, specifies that the holder must take the instrument (i. e.., 
check, note, ete.) in good faith, and at the time it was negotiated to him the 
holder must not be aware of any infirmity in the instrument or defect in the 
title of the person negotiating it. To protect themselves banks do not pay out 
money in such amounts ($508,666.26) in a routine manner over the counter. 
At the time of the transaction Jay G. Beisser attended high school, living in 
the small city of Rockville and working in the summer at a local hardware 
store for $30 a week. The cashier of the local bank would be put on notice 
that some inquiry was in order as to how the person purporting to be payee of 
such an extraordinary check obtained it. Regardless of the conclusion as stated 
in the newspaper, the cashier of the Rockville bank should be aware that a 
high school boy living in a small city and working as a mechanic for S30 a week 
does not pay income taxes in excess of a half a million dollars. That cashier 
in Rockville could not have taken the check in good faith or honest intent. 
The issuance of the erroneous check by the Division, while newsworthy as an 
eceasion out of the ordinary, would searcely justify this bank cashier in acting 
capriciously and contrary to the accepted standards of good business. 

The article was also misleading in another respect, since it inferred that 
becnuse of errors of this nature the Government conceivably might sustain 
substantial losses. Since the close of World War If the Division of Disburse- 
ment has issued more than 1 billion checks trom its 27 regional disbursing offices 
in the aggregate exceeding $150 billion. When paid by the Treasury or Federal 
Reserve banks our canceled checks are sent to the General Accounting Office 
By this arrangement that agency is in a position to verify the checks issued with 
the related vouchers, reconcile the disbursing officer’s depositary accounts, and 
then verify the accountability as set forth in his accounts current. Reconecilia- 
tions and proofs of depositary balances by the General Accounting Office show 
that losses from such checks have not occurred. If, as inferred by the article, 
checks of similar amounts are being issued and cashed, the items would necessirily 
appear in the reconciliations and proofs of depositary balances, which they do 
not. The settlements compiled by the General Accounting Office establish that 
no such condition exists. 

Work in all 27 regional offices under the jurisdiction of the Division of Dis- 
bursement is conducted along the production-line principle. As heretofore 
indicated, each operation is designed to prove the preceding operations. In 
those cases, however, where reliance must be had on human aecuracy, as for 
example, the proofreading of checks and the inspection of lots, we do not have 
the work double-checked as some organizations do. To require such procedure 
would cost in excess of $500,000 a vear, without any direct benefit except the 
pessible relief from newspaper publicity that may attend the release of an 
erroneous check. 

Great care is taken in proving the accuracy of each step in the preparation 
of checks. For example, the exact number of payments to be made on any 
voucher, payroll, or pay list is ascertained by counting the number of items 
in the preliminary examination of the voucher. A job ticket is then prepared 
indicating the type of payment, the operations to be performed, the aggregate 
amount of payments in the lot, and the check sequence for the lot. Only the 
express number of checks and the stated sequence are authorized for the lot. 
As the work passes from one operation to another, the preceding operation must 
be completed and initialed by the employee. Unless this is done work will not 
be undertaken on the next step. Similar procedure is followed through the 
successive operations from the initial step in which the blank checks are issued 
until the final step when the completed checks are placed into the inserting 
machine for mailing. On all operations in writing checks the daily work is 
controled not only in job lots but in the aggregate. AS a summary proof the 
total of all checks written for the day must be exactly equal to the total of all 


93930—52——_8 










vouchers paid, thus establishing an independent check. This procedure produces 
the extremely high degree of efficiency prevailing in the Division of Disbursement. 
In appraising the incident in its proper perspective, I think the fact that more 
than 1 billion checks have been issued, and there have been only two or three 
such instances, bespeaks of a degree of accuracy in which one must go a long 
way to find it matched at any place—a degree of accuracy attained during a perio 
when the Division was reducing its average unit cost from 6% cents in 1944 tu 
6% cents in 1953. 
Very truly yours, 
Paut D. BANNING, 
Chief Disbursing Oficer. 


SEGREGATION OF CHECKS 


Mr. Steminskt. In the future, as expenditures go up, would it in 
crease your unit cost if you flagged your checks in terms of indi 
vidual, institutional, and overseas ¢ 

Mr. Bannine. Any operation that you add tends to increase the 
cost. Cost is determined in a large measure on getting productio: 
in one line, and not getting out of it. The more operations you add. 
the more hands you need, the more manual effort is necessary, and 
that is how you increase cost. Economy comes from combining op 
erations. We are now working on a project where we print the 
check from a composite plate which is also sensitized so that the 
addressograph punches holes in the card and adds the amounts. We 
are also working on a project of that kind to have the same machine 
sign checks. It will not be as spectacular as one of these signing 
machines, but if we can do it, we will eliminate that expense. Thi: 
is the advantage that we have over some of the little disbursing 
offices. They do not have the volume to do it, but with 200 million 
checks you can undertake that kind of an operation. 

Mr. Steminskt. What I had in mind was that I wanted to throw 
a little of the responsibility on the banks. A bank should know, 
ipso facto, that a check of the size that you mentioned for an indi 
vidual would have to be checked and double checked, whereas a check 
drawn to an institution could be verified through commercial ac 
counts of the bank. Overseas payments naturally could be larger 
than they would be to an individual, if they go to overseas institu 
tions. I was wondering if you could flag that as we flag our ow: 
currency. 

Mr. Banntne. That is conceivable. Some errors will arise in op 
erations as extensive as the Division of Disbursement. 

Mr. Gary. Mr. Canfield, do you have any questions ? 

Mr. CanFievp. I have one or two, Mr. Chairman. Mr. Banning, 
you tell us that your 27 regional offices issue more checks than all the 
other 2.500 disbursing offices for the Federal Government—2,500 is 
big number, I suppose that figure embraces the disbursing offices 11 
the Military Establishments ? 

Mr. Bannine. Yes, sir, and all the others. It embraces a wide 
range of disbursing offices; Military Establishments, United States 
marshals, Government corporations, Post Office, and others. 


REPLACEMENT OF WORN-OUT ARTICLES 
Mr. Canrtetp. You tell us also, Mr. Banning, in your presentation 


today, that a good part of the equipment expenditure will be used for 
the replacement of worn-out articles and not for increased mechaniza- 
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tion. You go on to emphasize that ultimately we will lose ground if 
the appropriation does not provide for efficient machines. 

Certainly if you needed machines now to maintain your operation 
properly, you w vould tell us so, would you not? 

Mr. Banninc. We are in good condition now regarding the equip- 
ment, Mr. Canfield. I look on the writing of checks 2 as I think a manu- 
facturer looks upon his plant. There is no one method that is the best. 
[ want to keep improving the equipment. I do not want to wait until 
a machine actually breaks down. If I can save money with a better 
machine, I would like to put it in. When I Say that we are only mak- 
ing replacements, I think that is correct. What I would like to do, 
and what we are going to do if we can get any savings at all from our 
operations—more than we have undertaken to absorb in relation to 
higher prices, and that is quite a little bit—I am going to put it into 
better machines; for instance, the model 9300 addressing machine per- 
forms the work that is now done manually by key -punch operators. 
| would like to de more work with those machines. 

Mr. Gary. If there are no further eae, we thank you, gentle- 
men. 

Mr. Banninc. Thank you very much for a fine hearing, Mr. Chair- 
man. 


Monpay, JANuAry 14, 1952. 
SECRET SERVICE DIVISION 
WITNESSES 


U. E. BAUGHMAN, CHIEF, UNITED STATES SECRET SERVICE 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 

W. D. CAWLEY, SPECIAL AGENT IN CHARGE 

W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


Mr. Gary. The committee will come to order. 

We will consider this afternoon the request of the Secret Service 
Division for the fiscal year 1953, 

Mr. Baughman, do you havea general statement ? 

Mr. BauguHman. Ihave, Mr. Chairman. 

Mr. Gary. Weshall bé glad to hear from you at this time. 


(JENERAL STATEMENT 


Mr. Bavauman. Mr. Chairman and gentlemen of the committee, I 
am appearing in support of the appropriation estimates for the “Se- 
cret Service, White House Police and uniformed guard force” for the 
fiscal year 1953. 

For these three activities I am asking an appropriation of $3,933,000, 
an increase of $336,000 over the 1952 appropriation of $3,597,000. 
Practically the entire increase, or $304,000, will be required to cover 
recent salary increases authorized by the Congress. 

It is gratifying to report that on July 5, 1951, the eighty-sixth an- 
iiversary of the Secret Service, Congress passed H. R. 2395, giving the 
Secret Service basic legislation to carry out its functions and this bill 
was enacted into law when the President signed it on July 16, 1951, 
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As you are aware, this legislation does not give the Secret Service 
any additional powers or jurisdictions over those which we specifically 
and previously had under our annual appropriation acts, except the 
power to execute arrest warrants. 

Our main duties still consist of the protection of the President of 
the United States and his immediate family, the President-elect, and 







(including currency, stamps and Government transportation re- 
quests), investigation of forgery of Government checks and bonds, 
violations of the Gold Reserve Act and the Silver Purchase Act, tort 
claims, and investigation of applicants for certain positions in the 
Treasury Department. 

Before discussing our estimates for the next fiscal year, I would like 
to give a brief accounting of the excellent progress made by the Secret 
Service during the past year. At the end of the fiscal year 1950 
there was a total of 15,268 pending investigations on hand. By the 
end of the fiscal year 1951 this backlog had been reduced to ee 

eases on hand. During the fiscal year 1951 we received a total « 
46,343 cases and closed 52,079, including cases pending from the = 
vious fiscal year. During this period 2,772 persons were arrested fo: 
offenses under our jurisdiction, with 98.8 percent convictions in all 
cases that went to trial. 

The reduction 1 ooh tome cases may be attributed largely to two 
factors. ‘First, the reorganization of our field force and establishment 
of an inspection system. Under this system four inspectors mac 
exhaustive inspections of field offices and reviewed the older pending 
cases, authorizing the closing of those cases in which it was evident 
that successful results would not be achieved by continued investiga 
tion. The second important factor in the reduction of the case load 
was the voluntary uncompensated overtime of 93,000 hours con- 
tributed by our special agents. This overtime is the equivalent of 52 
special agents working normally required hours. 































FORGERY 





OF GOVERNMENT CHECKS 
The forgery of Government checks continued to represent the larg 
est enforcement problem for the Se cret Service. During the last fiseal 
year the Secret Service received 52, 738 check forgery cases for inves 
tigation. In the same period our agents investigated 38,102 forged 
Government checks worth $2,752,493.94, which included numerous 
forgery cases carried over from the previous year. Of the types of 
check cases closed, income-tax-refund checks predominate, represent 
ing approximately 25 percent of the total, followed by military allot 
ment checks 21 percent, veterans’ checks 16 percent, and social-security 
checks 8 percent. 

In 1945 the Secret Service received 16,380 check cases for investiga- 
tion and in 1946 this figure increased to 29,600. This, undoubtedly, 
was due to the issuance of income-tax-refund checks at that time, plus 
the great increase of Government checks issued to veterans. Since 
1946, we have received a yearly average of 31,686 forged checks foi 
investigation. 

We have cooperated closely with Post Office inspectors and police 
departments in covering vulnerable areas on certain days of the month 


















the Vice President at his request, the suppression of counterfeiting 
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to intercept the check thieves and forgers who make a practice of 
burglarizing mail boxes, resulting in numerous arrests. 

A factor contributing today to check forgeries is narcotic addiction. 
Numerous confessions are received from drug addicts who steal Gov- 
ernment checks and forge them to finance the purchase of narcotics. 

For example, an oper ator of a bar and cocktail lounge, also a nar- 
cotic addict, was arrested for the theft and forgery of Government 
checks. Tis business was bad and he required up to $100 per day to 
purchase drugs. He organized a gang of drug addicts to rob mail 
boxes and steal checks and many hundreds of dollars in forged checks 
were traced to this gang. Judging from their extensive activities an 
untold number of forgeries have apparently not yet reached the Secret 
Service. 

In another case an addict arrested with two accomplices for check 
forgery confessed that he had conducted a kind of “check-cashing 
service” for other cheek thieves. They would bring him stolen Gov- 

ronment cheeks which he would forge and negotiate for a fee. He 
also admitted that from 1945 until 1947, while in the Army, he had 
stolen checks issued to wounded men at three different Army hospitals. 
This forger was sentenced to 4 years and ordered hospitalized for 
treatment of drug addiction. 


COUNTERFEITING 


The activities of the Secret Service in preventing counterfeiting 
have greatly increased in recent years. 

There was an increase in counterfeit money received during the 
fiscal vear 1951. The total amount received was $1,430,931 which was 
an inerease of $150,530 over the previous year. Nevertheless, of this 
amount only $512,987 was passed on the public during 1951 in com- 
parison with S727,086 for the fiscal vear 1950. In other words, for the 
1951 period we were more successful in seizing and confiscating a 
greater amount of counterfeit money before it could be placed in 
circulation. 

It seems that some counterfeiters will never stop competing with 
the United States mint and the Bureau of Engraving and Printing. 
We had a case during the past vear involving a man who was origi- 
nally arrested in 1924 for making counterfeit coins. He was arrested 
again in 1926 and again in 1932 for the same offense. Tle was sen- 
tenced to 3 to 8 vears in a Federal penitentiary, where he acquired 
considerable knowledge in the art of making counterfeit notes from 
many other counterfeiters serving time there. Soon after his rele: ase 
he studied methods of making counterfeit notes and began experi- 
menting. By early summer in 1943 he believed his product could be 
successfully passed and took into partnership another ex-counter- 
feiter. His efforts were doomed to failure because he was arrested 
hy Secret Service agents again in August 1943. He was sentenced to 
10 years and his partner to 6 years. Tle was a model prisoner and 
received a conditional release during the summer of 1950. A perfec- 
tionist, he continued to study graphic arts while serving his last sen- 
tence and while still reporting to his probation officer. While on 
parole he disappeared. In December 1950 a new and deceptive coun- 
terfeit $20 note appeared in the Midwest: then the far West, followed 


Q~ 


at intervals by dangerous counterfeit $5, $10, and other $20 notes. 
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They were all of common workmanship and, of course, the ex-counter 
feiter became a suspect. He was finally captured with his plant in 
a cabin in the os Northwest in July 1951. This time he was sen 
tenced to 15 yea When arrested he remarked that he did not expec: 
to see Secret Bans vice agents for at least 2 or 3 years, because he believed 
his product was so good and would not be readily detected. 

Me . Gary. Off the record. 

(Discussion off the record) 

Mr. Bavucuman. While we are still endeavoring to educate money 
handlers in the detection of counterfeit currency by means of cit 
culars, booklets, films, and lectures, many merchants are still careless 
However, I believe that now, as a result of the flood of counterfei! 
notes during the past few years, storekeepers examine their bills 
more closely and are cooperating whenever possible in detaining 
passers under some pretext. 

One ingenious method of detaining a passer was hit upon by an 
alert operator of a ferris wheel at a county fair. A man presented 
a counterfeit $20 note for two tickets. The operator detected thi 
note as a counterfeit and kept the ferris wheel running until the 
local police arrived, at which time they found six additional notes on 
the passer. 

PRESIDENTIAL PROTECTION 


For the fiscal year 1951 there were 3,629 cases received involving 
threats against the President, in comparison with 2,598 for the previous 
fiscal year. Undoubtedly this increase was due to various contro 
versial issues, sharply differing opinions as to governmental policies, 


and world-wide unrest. Such unrest has recently been brought into 
sharp focus by the series of political assassinations in foreign lands 
These violent acts point up the necessity for our continued vigilanc 
in the discharge of our protective responsibilities. While each threat 
is investigated thoroughly to determine the intent of the utterer, it is 
necessary, of course, to exercise the greatest care and discretion to 
avoid any infringement upon the r ights of free expression, Which we i) 

this Nation enjoy and cherish. We realize that sometimes personal 
problems stemming from present conditions may result in intemperate 
oral or written outbursts which, on the facts initially available, are 
justification for investigative action by this Service; but, upon invest) 

gation, nay be of little or no protective interest. 

While the number of known threats has increased during the pas' 
vear, I am also most concerned with the unknown. For instance. 
Oscar Collazo and Griselio Torresola were not letter writers, nor dic 
they orally express their intentions to assassinate the President at 
the Blair House in 1950. For this reason we must be constantly alert 
and prepared at all times for the unknown. 

During the fiscal year 1951, 85 persons were arrested for alleged 
threats, and during this period 7 79 were convicted and sent to priso! 
or mental hospitals. 

While I do not know what the President’s intentions are for this 
election year and the extent of any traveling he might do, undoubted], 
travel will be above normal, which makes it all the more imperativ: 
that we maintain the full force of agents assigned at the White House 
and in the field to provide for essential security measures. As I have 
explained in the past, whenever the President travels it is necessary) 
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to draw upon field agents normally assigned to investigative duties 
to supplement the regular protective det ail. 

During the past 5 years we have received for investigation an aver- 
age of 47,000 criminal mnt noncriminal cases each year. To investi- 
vate all offenses under our jurisdiction we have approximately 220 
special agents in the field, and it is readily apparent that with this 
small force the number of cases received ‘keeps us extremely busy. 
The voluntary overtime performed by agents was a contributing factor 
in closing more cases, keeping abreast of cases received, and at the 
sume time reducing the backlog. However, we cannot expect to cope 
indefinitely with the situation by putting in so much uncompensated 
overtime. It is for this reason that we are asking for 10 additional 
agents and 12 field clerk-stenographers, over the average positions 
provided for in the appropriation base. 

We are also asking for funds to provide for grade promotions for 
agents appointed in grade GS-7. These new agents are all college 
graduates, the majority of them having majored in police admin- 
istration. Unless we are able to offer prospects of promotion after 
initial appointment in grade GS-7, we will be unable to attract men 
of required caliber, since this grade is below the average for Govern- 
ment investigators in general. 

In conclusion I should like to draw a comparison between the rise 
in workload and the rise in personnel authorized for this Service. 
During the fiscal year 1945 the Secret Service received 29,496 cases 
for investigation and at that time had 416 employees. For the fiscal 
year 1951 the Secret Service received a total of 46,345 cases, and ex- 
pectations are that a larger number will be received during this year 
due to the increase in the number of Government =p to be issued. 
re the present time our average employment is 434, or an increase of 

3 percent in personnel from 1945 to 1951 in ner eh with an 
increase of 57.1 percent in cases received for the same period. 

Since we have reduced our backlog of pending cases, it might be 
assumed that we could correspondingly reduce our personnel. How- 
ever, this is not the case. We now have about 11,000 cases on hand, 
or an average of 50 per agent, and this is far too many cases for 
agent to handle efficiently. In my opinion, investigators should have 
no more than 15 cases at the very most at any one time, taking into 
consideration the hours they must spend in preparation of reports 
and testifying in court. On that basis, with our present force, our 
pending case load should only be 3,300 to have the proper relationship 
to personnel. 

We are also asking for money to replace 20 automobiles and other 
necessary equipment. I am sure you will appreciate that in law- 
enforcement work we should have good automotive equipment, not 
only from the standpoint of safety but also for pursuing criminals. 
We are not asking for additional cars, but only for replacement of 
20 of our present cars which have traveled 60,000 miles or more. 
If the request is granted, we will still have 25 cars in our fleet over 
6 vears old and which have traveled in excess of 60,000 miles. 


WHITE HOUSE POLICE 


The duties of the White House Police are to protect the Executive 
Mansion and Grounds and to augment Secret Service agents in the 
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physical protection of the President and his family while they are in 
residence, 

For the fiscal vear 1953 we are requesting 166 White House Police 
officers, a decrease of 4 in the number for 1952. At the present time, 
we have 28 vacancies, which necessitates the majority of the force 
working a 6-day week instead of 5 days as called for. 

As you are aware, our White House Police are recruited from the 
Metropolitan and Park Police forces. The only reason for our short- 
age in personnel is the fact that the Metropolitan Police Department 
has over ZOO vacancies and cannot readily release men at this time. 
This shortage in police manpower is undoubtedly due to madequate 
stlaries. Prior to the recent increases, the entrance salary was $3,- 
077.35, and now it is $3,409.71, While the entrance salary of a police 
oflicer should be higher, L do believe that, as a result of the recent 
increase, more applicants may be recruited by the Metropolitan Police ; 
in Which event, we may be able to fill our vacancies. 

There is still no definite information as to when the White House 
will actually be finished, but possibly within the next couple of months 
or so the President will return, and every one of the 166 positions will 
be needed to afford proper protection. 

When the White House is completed, there will be two extra sub- 
basements with many rooms which will require patrolling and in- 
specting. 

I presume the White House will be opened to the public some time 
soon during the present year, requiring extra policemen; and at the 
same time there will be receptions, dinners, and other social events 
which require the presence of White House Police officers. 

This force receives constant training in small firearms, riot, and 
submachine guns, and a new practical pistol course which involves a 
moving target. In addition, they have continuous training in fire 
protection, first aid, and atomic, biological, and chemical warfare. 

Physical protection is most difficult to measure in the sense of man- 
power; however, I am requesting only that which I am convinced is 
required for proper and adequate protection. 


UNIFORMED GUARD FORCE 


The uniformed guard force is charged with the protection of the 
inaim Treasury Building and its Annex, the main Bureau of Engrav- 
ing and Printing and the Annex, and two buildings in Chicago, and 
Government securities therein which amount to billions of dollars. 

During the fiseal year 1951, the armored truck company of the Uni- 
formed Force safely protected during loading, unloading, and in 
transit over 227 billion dollars in currency, cols, bonds, stamps, and 
eash payrolls, 
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Unfortunately, the starting salary is only $2,750, and it is most 
difficult to secure personnel at this salary when a youngster out of high 
school is paid a starting salary of $3200 as a clerk-stenographer. 
Regardless, the men on this force work as a team: and, in my opinion, 
it is one of the outstanding guard forces. 

By direct appropriation we are asking for 129 employees, which, 
with the 125 requested for the Bureau of Engraving and Printing on a 
reimbursable basis, gives a total of 254 for the force. This is a redue- 
tion of 9 over last vear for the direct appropriation. In 1942 this 
force had a total of 482 men, and it has been gradually reduced for the 
past several years to a very minimum, and if there is a further redue- 
tion a serious question of security could be encountered. 

Last year over 100 men voluntarily left the guard force to take 
positions offering higher salaries. It is my hope, in connection with 
the Treasury program of promoting employees within the service, 
that with Civil Service pernussion I can hire younger men who have 
college degrees or will obtain degrees while working on the force, and 
after experience on the guard force they can be considered for promo- 
tion to special-agent positions. These guards receive basic training in 
the use of small firearms, riot and submachine guns, and judo instrue- 
tions, in addition to their other training at schools. By this promotion 
system, I feel we can offer a young man an inducement to remain on 
the guard force as an opening to a worth-while career in law enforce- 
ment. 

It is requested that we be granted the 129 positions requested in 
order that responsibilities can be properly fulfilled and executed. 


SALARIES AND IXPENSES 


tmounts available for obligation 


1951 actual | 1952 estimate 


Appropriation or estimaté $2, 500, 000 
Proposed supplemental due to pay increases 172, 000 


Total available for obligation = TOO 2 672, 060 2.770, 000 
Unobligated balance, estimated saving — 58, 834 


Obligations incurred. : 2, 247, S66 
Obligations by activities 


Deseription 1951 actual 
1, Suppressing counterfeiting and investigs 
bond forgeries | $2, O78, 866 $2, 496, 615 $2, 403 
2. General administrative services 131, O41 | 132, 371 $2, 533 
Exeeutive direction 7, 959 $3, 016 3, 064 


Obligations incurred_- : = ee 2, 247, 866 2, 672, 000 2, 770, 000 
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anienene seal rae 





Object classification 


Total number of permanent positions 
Average number of all employees_ - - 


1951 actual 


436 


394 | 


1952 estimate | 1953 estimat 


440 | 14 





Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade 


01 Personal services: 
Permanent positions : 
Regular pay in excess of ! 52-week base- 
Payment above basie rates 


Potal personal services 
02 Travel 
03 rrans sportation oft hings 
04 Communication services 
05 Rents and utility services 
06 =Printing and reproduction 
07 Other contractual services 
OS Supplies and materials 
09 Equipment 
15 ‘Taxes and assessments 
Unvouchered - 


Obligations incurred 


° 
Unliquidated obligations, start of year 
Obligations incurred during the year__ 


Deduct 
{ n tse —y. ed obligations, end of year 
Obligated balance carried to certified claims account. 
Obea expendifares.. 6 oc coccc ccc ncencson 
Expenditures are distributed as follows: 
Out of current authorizations... 
Qut of prior authorizations 
Out of anticipated 


1 1952 supplemental for pay increases _ 


$4, 5X8 
GS-7.9 


$1, 835, 464 


23, 026 | 





1951 actual 


$165, 196 | 


2, 247, 866 
2, 413, 062 


203, 684 
5, 051 


2, 204, 327° 


at 302 
58, 025 


S58, 490 
ISO, 879 
16, 578 
30, 783 


430 | $ 
$5, 105 | $5, 2 
GS-8.0 | GS-8 


216, 000 
17, 650 
32, 000 


9, 000 
42, 700 
54, 500 
43, 930 


3, 000 | 


15, 000 


2, 672, 000 


1952 estimate 


$203, 684 | 
2, 672, 000 


2,875, 684 


166, 600 


| 2, 709, O84 


2, 343, 684 


165, 400 


| 200, 000 | 
| 
} 
' 





Mr. Gary. 





3, OOF 
15, 000 


2, 770, 00) 


1953 estimate 


$166, 600 
2, 770, 000 


2, 936, 600 
| 


180, 000 
2, 756, HK 


| 2¢ 








Mr. Baughman, we will consider first the request con- 


tained in the table on page 252 of the justifications relating to salaries 
and expenditures, and we will insert this page in the record at this 


point. 
(The matter referred to follows:) 


Analysis of appropriation base for fiscal year 1953 


Beeular enbronriation, 100 act. 


Supplemental appropriation for 1952 


PAMPEIAD REMARINORDTRCRUROTD RO ie i 


$2, 500, 000 


72,500, 000 


1Poes not inelude anticipated supplemental for 1952 to cover cost of authorized pay 


increase 











Reductions : 
1. Suppressing counterfeiting and investigating check 
BnG Hon TOreenmen. 6 ne —$84, 703 
2. General administrative services___.__-___--____--_- —1, 780 








86, 483 
Additions : 
1. Suppressing counterfeiting and investigating check 


Mana tone TerperiGs. 2 = ee +185, 660 
2. General administrative services__.-.--_. 12, 215 
or SUROCUlAVe GireGuOns - kn oo ee ee a 3, 125 


201, 000 


AGINEIEENY ADONASG NGL) ao ee ee oe cena. ele OLE 
Appropriation base Tor 10Ges.2.WLosees eee ee as 2G H1T 
Increase over appropriation base for 1953_.__..._____.-________-~-- 155, 483 
Appropriation estimate for 1958_______- Sec, Ree 
Increase or decrease from total appropr ig ition, ae Sanaa as 270, 000 


Comparison of appropriation base with appropriation estimate for 1953 


| Appropriation base | Appropriation esti- 
nerease erease 
for 1953 mate for 1953 Increase or decrease 








Activity a | : 
Average} Average Average} 
posi- | Amount | posi- Amount | posi- | Amount 
tions | tions | tions | 
| | | 
; a | 
1, Suppressing counterfeiting and investi- } | 
gating check and bond forgeries | 375 | $2, 438, 920 397 | $2, 594, 403 | 22 | +$155, 483 
2. General administrative services 31 132, 533 31 132, 509. 1... tasks z 
3. Executive direction. ......-..---- aa 5 43, O64 | 5 a Seen nee eee 
Increase over appropriation base $11 2,614, 517 433 | 2,770,000 | 22 +-155, 483 
Adjustment to base... -- ‘ 23 | —114,517 | | —23 +114, 517 
Total appropriation, 1952, and appro- | 
priation estimate for 1953. __. 434 , | 2,500, 000 433 2, 770, 000 | -1 +-270, 000 
| | 


! Does not include anticipated supplemental for 1952 to cover cost of authorized pay increase. 


Mr. Gary. It appears, from this page of justifications, that the ap- 
propriation for 1952 was $2,500,000 and the request for 1953 is $2,700,- 
000, an increase of $270,000. The 1952 figure, however, does not in- 
clude an anticipated supplemental appropriation for 1952 to cover the 
cost on an authorized pay increase. 


NEW POSITIONS REQUESTED 


How many new positions are requested ? 

Mr. Bavauman. Ten agents and twelve clerks—a total of 22. 

Mr. Gary. What is the justification for these new positions? Where 
are they going to be used ¢ 

Mr. Baveuman. Throughout the country. I have a list here of the 
various cities where I would like to have them and intend to place 
them. ‘The cities are Sacramento, Newark, Los Angeles, Chicago, 
Kansas City, Milwaukee, Philadelphia, New York, and Norfolk —— 

Mr. Gary. Is that just i additional agent in each city / 

Mr. Baveuman. Two in New York because we have an extremely 
Jarge amount of work there at the present time. I have only 25 agents 
in New York City investigating all types of cases under our juris- 
diction. 
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Mr. Gary. Are these additions to your force due to any special con- 
ditions that have arisen or just to take care of the normal workload / 

Mr. BavcguMman. Considering the number of cases on hand and the 
number received per year, we need the additional agents to effect a 
further reduction in our case backlog. With the additional men 
added to our force we could adequately take care of the situation, that 
is, corresponding to the number of cases received each year. 


INCREASE IN TRAVEL 


Mr. Gary. You also request $22,250 additional for travel? 
Mr. Bauguman. For travel. Yes. 
Mr. Gary. What is the necessity for that increase / 


SECRET SERVICE SCHOOL 


Mr. Bavcuman. We have a Treasury school here in Washington 
which agents attend. That is a general investigative school. But, 
in addition, [ would like to have a Secret Service school in advanced 
and specialized subjects. For instance, counterfeiting and Presiden 
tial protection, handwriting, photography, and so on, At the same 
time the agents would make a study at a mental hospital for handi- 
capped individuals. 

Going back to counterfeiting, they would spend some time at the 
Bureau of Engraving to learn how genuine currency is made. Then, 
we would have typical counterfeiting plants available so they could 
see how counterfeit notes are actually made without actually printing 
them. 

It would be a specialized school on matters over which we have juris- 
diction. 

Mr. Gary. Do you maintain a school like the FBI for the training 
of your men ? 

Mr. Bavcguman. The Treasury Department has a 6-week course 
covering such subjects as criminal procedure, evidence, law, search 
and seizures, arrests, and firearm practice. 

Mr. Gary. Do you have this school you have referred to already, 
or is it something new ¢ 

Mr. Baveuman. I have the outline practically completed of the 
proposed Secret Service school and the course and studies to be cov- 
ered. It would be a 6-week school. 

Going back years ago before the war, we had a similar school but 
perhaps not as extensive as I was planning. 

Mr. Gary. Where would this school be located ? 

Mr. Bavuguman. Here in Washington. 

Mr. Gary. You would bring agents from various sections of the 
country here / 

Mr. Bavcuman. Yes. 

Mr. Gary. And this additional traveling would result from bring- 
ing agents to this school ¢ 

Mr. Bavcuman. Yes. And I might point out that we have quite a 
few new agents and the school will be invaluable to them. I would 
personally prefer to have an agent out in the field for a year or two 
and then bring him in to school so when a subject is discussed per- 
taining to law enforcement he has a knowledge of it. 
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Mr. Gary. Do you give your new agents any training before you 
send them out into the field 4 

Mr. Baucuaan. Yes. We have what we call training on the spot. 
No. 1—they are required to qualify before they are issued a firearm 
and, in the meantime, the agent has to read required manuals, rules, 
and regulations, office and investigative procedures. ‘Then there are 
a dozen investigative books they must read within the first year they 
are on the job. At the same time they are counseled and instructed as 
to procedures by the special agent in charge. After a couple of 
months they will accompany an older agent and go out on cases with 
him to gain experience. ‘Then there is court procedure to be learned 
through actual practice. 

Mr. Gary. But when vou send a new man out vou usually send him 
with one of the older men for a while 4 

Mr. BaveuMman, That is correct. We do not send an inexperienced 
man out alone. 

Mr. Gary. You usually use an older man to break him in? 

Mr. Baueuaan. Yes. 

Mr. Gary. Who would teach the courses in the school ? 

Mr. Bavecuman. Our own agents. I would draw on men located 
in Washington—agents in charge of various sections. For instance, 
Mr. Cawley here would be an instructor in photography. Some of 
the agents in our Protective Research Section would also be used in 
lecturing on photography, handwriting, explosives, and so forth. 
Practically all these agents have acquired an excellent knowledge of 
handwriting and, while not experts as vou would class them in court, 
they are exceptionally good. 


LABORATORIES 


Mr. Gary. Do you maintain your own laboratories / 

Mr. Bavcuman. We have a laboratory in the East Executive Wing 
of the White House in the Protective Research Section and we have 
another laboratory in the Bureau of Engraving, where counterfeit 
notes are analyzed, 

Mr. Gary. Do you use the laboratory of the FBI? 

Mr. BauGuman. No sir. 

Mr. Gary. Are you duplicating any of the FBI laboratory fa- 
cilities? 

Mr. Baucguman. IT do not know the extent of their laboratory but 
I would say we are not because this laboratory at the Bureau of En- 
graving does specialized work on the detecting of counterfeits, analy- 
zing paper and the type of workmanship in counterfeit bills. The 
other laboratory in the Protective Research Section has to do with 
analyzing letters, papers, and handwriting. 

These are not large laboratories like the Bureau and the Customs 
or ATU. I have seen those laboratories. 


COST OF PAY INCREASE 


Mr. Gary. How much of your increase is for the pay increase under 
Public Law 201? 

Mr. Taynor. Is that for salaries and expenses, Secret Service 
Division? 
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Mr. Gary. Yes. 

Mr. Taytor. $201,000. 

Mr. Gary. $201,000 of the $270,000 increase ? 

Mr. Taytor. That is right, sir. 

Mr. Gary. That is for the salary increase under the act adopted 
at the last session of the Congress ? 

Mr. Taywor. That is right, sir. 

Mr. Gary. The balance is for the additional employees and addi 
tional traveling expenses? 

Mr. Taytor. And replacement of 20 automobiles. 


PERCENTAGE OF CONVICTIONS 


Mr. Gary. On page 2 of your statement, Mr. Baughman, you said 
that during the fiscal year 1951, 2,772 persons were arrested for offenses 
under your jurisdiction with 98.8 percent convictions in all cases 
that went to trial? What number of cases went to trial? 

Mr. BaveuMman. Do you want the percentage ? 

Mr. Gary. No. What I would like to have, if you have it there, 
is a breakdown of these 2,772 arrests to show just what happened to 
them. 

Mr. Bavenman. I have a table here showing a comparative state 
ment for the years 1946 through 1951 which I will insert in the record. 

Mr. Gary. That will be acceptable. Yes. 

(The table referred to follows:) 


Statement showing arrests, convictions, acquittals, cases otherwise disposed of and 
ratio of convictions in court cases during the fiscal years 1946, 1947, 1948, 1949, 
1950, and 1951 


| 
| Cases dis- 
posed of 


Fiseal year Arrests Convictions Acquittals | one, 

| discharge, 

| death, ete. 
1946 ‘ sia id tres aphex ace 2, 759 | 2, 452 44 26, 
1947 . = 2, 545 2, 373 55 | 166 
1948 3 : Ss. 2, 278 2, 059 | 36 | 133 
1949 pene eres | 2, 346 2,125 ; 45 | 131 
1950 i . RE Ene Sent oe 3, 168 2, 667 75 197 
1951 2,772 2, 507 30 264 





Cases that went to trial—ratio 


| } 





1946 «=6| «61947 | 148] S949 1950 | 1951 
| Percent | Percent | Percent | Percent | Percent | Percent 
Cleves. coo ae | 98. 2 97.7 98.3 | 97.9 | 97.3 | 98.8 
Benes es ee Oe 1.8 | 2.3 | i?) 2.1 2.7 | 1.2 
| EPR Saat ae a ee 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100. 0 


Mr. Gary. Now, Mr. Baughman, will you give us a breakdown of the 
264 cases in the last colunm ? 

Mr. BaveuMman. For the fiscal year 1951, the table shows there were 
2,772 arrests. However, there were 2,801 cases that were disposed of 
by court action, including cases pending from the previous year. Of 
this number 2,801, 2,507 were convicted; 30 were acquitted and for 


th 
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the remaining 264, the indictment was dismissed against 52; 34 were 
not indicted; 116 were dismissed before indictment; 4 died before 
trial and 58 cases are listed as miscellaneous. 


TWENTY REPLACEMENT AUTOMOBILES 


Mr. Gary. You are asking for the replacement of 20 automobiles? 
As I understand it, you are not asking for any new cars. Is that 
correct ? 

Mr. Baveuman. That is correct, sir. 

Mr. Gary. How many cars do you have altogether / 

Mr. BaucHMAN. 193 cars for our entire fleet and in addition the 
cuard force has 7 station wagons—193 for the Secret Service. 

Mr. Gary. And these 20 replacements relate purely to the Secret 
Service Division and do not relate to the White House ¢ 

Mr. Bavaguman. Not to the guard force or White House. We are 
asking for one additional station wagon replacement for the guard 
force but this will not increase our fleet whatsoever. 

Mr. Gary. How much of the salary increase are you absorbing ? 

Mr. Taytor. $37,000. 


CHANGE IN LANGUAGE 


Mr. Gary. I notice you are requesting a very substantial change in 
language. Will you give us the explanation of that? 

Mr. Bavcuman. That is a result of Public Law 79 being enacted 
giving us basic legislation. 

Mr. Gary. And the new language that you are requesting is based 
upon the new law ? 

Mr. BaueuMan. It is practically the same outside of one or two 
words in comparison to the annual Appropriation Act. 

Mr. Gary. We will insert at this point of the record Public Law 79 
of the Eighty-second Congress. 

(The matter referred to follows :) 

Puslic Law 79--S82p CONGRESS 
CHAPTER 226—I1sT SESSION 
H. R. 2395 

AN ACT To amend title 18 of the United States Code, entitled “Crimes and Criminal 

Procedure,’ to provide basic authority tor certain activities of the United States Secret 

Service, and for other purposes 

Be it enacted by the Senate and House of Representatives of the United States 


of America in Congress assembled, That section 331 of title 18, United States 
Code, is amended to read as follows: 


“$331. Mutilation, diminution, and falsification of coins 

“Whoever fraudulently alters, defaces, mutilates, impairs, diminishes, falsifies, 
scales, or lightens any of the coins coined at the mints of the United States, or 
any foreign coins which are by law made current or are in actual use or circula- 
tion as money within the United States; or 

“Whoever fraudulently possesses, passes, utters, publishes, or sells, or attempts 
!o pass, utter, publish, or sell, or brings into the United States, any such coin, 
knowing the same to be altered, defaced, mutilated, impaired, diminished, falsi- 
fied, scaled, or lightened— 

“Shall be fined not more than $2,000 or imprisoned not more than five years, 
or both.” 
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Spec, 2. Section 475 of title 18, United States Code, is amended to read 
follows: 

§$ 475. Imitating obligations or securities ; advertisements 

“Whoever designs, engraves, prints, makes, or executes, or utters, issues, dis- 
tributes, circulates, or uses any business or professional card, notice, oon 
circular, handbill, or advertisement in the likeness or similitude of any oblig 
tion or security of the United States issued under or authorized by any Act of 
Congress or writes, prints, or otherwise impresses upon or attaches to any such 
instrument, obligation, or security, or any coin of the United States, any busitiess 
or professional card, notice, or advertisement, or any notice or advertisement 
Whatever, shall be fined not more than $500.” 

Sec. 3. Section 489 of title 18, United States Code, is amended to read us 
follows: 

“§ 489. Making or possessing likeness of coins 

“Whoever, within the United States, makes or brings therein from any foreign 
country, or possesses with intent to sell, give away, or in any other manner uses 
the same, except under authority of the Secretary of the Treasury or other 
proper officer of the United States, any token, disk, or device in the likeness or 
similitude as to design, color, or the inscription thereon of any of the coins of 
the United States or of any foreign country issued as money, either under the 
authority of the United States or under the authority of any foreign government 
shall be fined not more than $100.” 

Sec. 4. Section 3056 of title 18, United States Code, is amended to read us 
follows: 

“$ 3056. Secret Service powers 

“Subject to the direction of the Secretary of the Treasury, the United States 
Secret Service, Treasury Department, is authorized to protect the person of the 
President of the United States and members of his immediate family, the 
President-elect, and the Vice President at his request; detect and arrest any 
person committing any offense against the laws of the United States relating to 
coils, obligations, and securities of the United States and of foreign governmelts ; 
detect and arrest any person violating any of the provisions of sections 50S and 
DUD of this title and, insofar as the Federal Deposit Insurance Corporation, Fed 
eral land banks, joint-stock land banks and national farm loan associations are 
concerned, of sections 21S, 221, 433, 498, 657, 709, 10U6, 1007, 1011, 1013, 1014, 
1907, and 109 of this tithe; detect and arrest any person violating any laws o! 
the United States directly concerning official matters administered by and under 
the direct control of the Treasury Department; execute Warrants issued unde! 
the authority of the United States; carry firearms; offer and pay rewards fox 
services or information looking toward the apprehension of criminals; and per 
form such other functions and duties as are authorized by law.” 

Sec. 5. (a) Section 201 of title 3, United States Code, is hereby repealed. 

(b) The analysis of chapter 3 of title 5, United States Code, is amended 1) 
striking out the item “201. Protection of President and fimily authorized.’ 

(c) The analysis of chapter 25 of tithe 18, United States Code, immediate]: 
preceding section 471 of such title, is amended by striking out the words “3; pub- 
lisher’s illustrations excepted” in item 48). 

Approved July 16, 1951. 


ABSORBING OF PAY ACT INCREASE 


Mr. Taynor. May I make a correction in the statement I former!) 
made ¢ 

Mr. Gary. Yes. 

Mr. Taycor. You asked how much of the pay increase we were ab- 
sorbing and I said $37,000. We are asking for $201,000 which is 
the total pay increase necessary to cover the personnel we expect to 
carry; the $37,000 T mentioned should have been $36,000 which amount 
we are cutting back for estimated savings due to reduction in annua! 
leave. ‘That is under Public Law 235. 

Mr. Gary. Then you are not absorbing any ? 
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Mr. Taytor. None of the pay increase, but we are cutting back 
$36,000 in the base due to the estimated savings, due to reductions in 
annual leave under Public Law 233. 


COST OF NEW SCHOOL PROGRAM 


Mr. Fernanvez. How much did you say would be the cost of this 
new school of instruction you propose 4 

Mr. Bavcuman. We are asking $22,000 to bring agents in which 
will cover their per diem and traveling expenses. 

Mr. Frernanpez. It will cover everything ? 

Mr. Baveuman. Yes. 

Mr. Canrretp. Mr. Baughman, I am personally glad to hear you 
are interested in instituting this school program and am inclined 
to think that, perhaps, it should have been done years ago. Do you, 
perchance, from time to time call in consultants in criminology for 
in-service paying them on a per diem basis? 

Mr. Bauauman. No; we do not pay any. From personal contacts, 
we do know several individual criminologists and we discuss mat- 
ters of mutual interest. In this school we have contacted a certain 
company which employs experts in photography and they will be 
glad to loan us an instructor. The same applies to the mental institu- 
tion. They will send us certain doctors for lectures. 

And within the Treasury we can get certain attorneys to lecture 
to us, and as I said before, our own agents will lecture on certain 
courses, 

Mr. Gary. May T ask one question here ? 

Mr. Canrrevp. Certainly, Mr. Chairman. 


POSSIBILITY OF COOPERATION WITH LOCAL COLLEGES 


Mr. Gary. Have you tried to work out a program of that kind in 
conjunction with any of the colleges here in Washington ? 

Mr. Bavucuman. No. Not here necessarily. But there are about 
nine colleges throughout the country which have a police administra- 
tion course. I believe graduates receive a bachelor of science degree. 
Two of the 4 years of college they study criminology, criminal pro- 
cedure, various State and Federal laws and they do secure a good 
foundation for an investigator. 

I am of the opinion they do—not only for a Federal investigator 
but for general police work. 

Mr. Gary. That is not exactly what I had reference to. 

Mr. BauguMan. As I mentioned in my statement, we have a num- 
ber of these graduates and they study a lot of subjects which per- 
tain to police work and they do have that schooling and foundation. 
But even with that we still have to give further training and after 4 
or 5 years we will have some good investigators. 

Mr. Gary. What I had reference to is this: the city of Richmond 
condnets a police school annually, such as you contemplate here for 
the Secret Service, and they hold it on the campus of the University 
of Richmond. They use the teaching facilities and classrooms, and 
the professors of the university cooperate with them and give lec- 
tures for them at the school. The whole program is conducted in 
conjunction with the university at Richmond, and I wondered if you 
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had ever thought of anything of that kind in connection with your 
school 4 
Mr. BavGuman. Not necessarily around here. We have considere« 
the possibility of getting certain instructors and professors in. How 
ever, you do interest me and I will see what that course covers. 
(Discussion off the record.) 


COST OF PRESENT SCHOOL PROGRAM 


Mr. Frrnanprez. May Task one more question ‘ 

I asked you a minute ago how much it would cost for the new 
school program. And may I ask now what is the cost of the present 
school program ? 

Mr. Bavguman. With the Treasury enforcement school we have 
five men attend at one time and most of these men have been from the 
East so far. We still have a number from the West to attend but, 
frankly, on account of the expenses and transportation, I do not know 
whether [can bring these tn. 

Mr. FernaNnprz. Will you give us the cost ? 

Mr. Bavcuman. A total of 15 men have attended the Treasury 
school from September 1951 through December 1951, at a total cost 
for travel and per diem of 54.215, 


STUDY AT MENTAL INSTITUTIONS 


Mr. Frernanprz. Why do they have to study mental institutions / 
I don’t quite get the connection. 
Mr. Baveuman. A lot of our work is in connection with psycho 


pathic cases, particularly those who call at the White House. Some 
are mental cases and some appear more or less normal, but a lot are 
mental cases and we only use experienced men in handling them. One 
has to be diplomatic. If our agents spend a few days in a mental 
institution and study these people we can be of help to them. 

(ff the record. 

(Discussion off the record. ) 

Mr. Canrietp. Mr. Baughman, T think vou are right in that addi 
tional study involving mental cases. When I was attending classes 
in National University some years ago I took a course in mental 
jurisprudence and it included a visit to St. Elizabeths. We had a 
sort of clinic and it was very revealing and very helpful. 

Now, do you have applying for the position of agent many men 
who have studied law and have law degrees ¢ 

Mr. Bavcuman. We have several attorneys. 

Mr. Canrietp. They come in as attorneys / 

Mr. Baveuman. Yes: however, they are hired as Special Agents 
and perform investigators’ work. 


SCHOOLING IN USE OF FIREARMS 


Mr. Canriptp. Now, how long have your men been schooled in the 
use of firearms / 

Mr. Bavcuman. Well, before a firearm is issued to them, they must 
qualify under the Treasury’s prescribed qualification course. Thai. 
briefly is qualifying indoors with the .22 revolver and then they 
qualify with the 38. In addition, we have an outdoor range here 
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and agents and White House Police and guard force all qualify 
there. There, we use the riot and machine guns as well as small side 
arms and we also have a new moving target: which goes back and 
forth and they fire at it right- and left-handed. 

Mr. Canrietp. Judo is comparatively a new course. Isn't it é 

Mr. Baveuaan. Yes. That is mainly showing the art of how to 
disarm someone, 

Mr. Canrreip. Have you been teaching that for many years ¢ 

Mr. Bavcuoan. Well, it has only been revived by us for the past 
couple of years because through the war days we could not get in- 
structors. We have marine instructors and they are very good. 













FORGERIES 





NARCOTICS CONTRIBUTING FACTOR IN 








Mr. Canrievp. I am interested in your statement that a contribu- 
tory factor today in forgeries is narcotics. You say: 





A factor contributing today to check forgeries is narcotic addiction, Numer- 
ous confessions are received from drug addicts who steal Government checks 
and forge them to finance the purchase of narcotics, 






I suppose in a job of that kind you work with Commissioner .An- 
slinger ¢ 
Mr. BavcguMan. Very closely. Yes. 












VIOLATION OF GOLD RESERVE AND SILVER PURCHIASE ACTS 





Mr. Canrieup. Included in your jurisdiction is the detection of 
violation of the Gold Reserve Act and Silver Purchase Act. What 
would be a violation of one of those acts 4 

Mr. BavGuMan. Persons handling gold are licensed by the mint. 
Licenses are issued to refiners or persons in the Jewelry business. De- 
pending on the licenses, they are allowed to have so much gold in their 
possession—3) ounces is the maximum for the certain type of license. 
If it is found that a person who has a license for 35 ounces has more 
than that amount, the gold is subject to seizure and libel. [It becomes a 
civil case. 

The other night, in a routine inspection of parked automobiles the 
New York City police picked up two men and a woman in a ear and 
they had over 2,000 ounces in the car, or approximately 870.000 worth 
of gold. That would come under the Gold Reserve Act. 

The Silver Purchase Act has several fules and regulations respect- 
ing hewly mined silver and refiners are issued licenses by the Treasury 
Department. If there is any violation of these regulations they are 
subject to action. 

Mr. Gary. Havent your duties been increased with reference to 
coms 4 

Mr. Bavenawan. They have, under Public Law 79. The statute 
formerly apphed only to silver or gold coins, if mutilated. Now if 
anyone mutilates pennies or nickels, with intent to defraud, it is also 
a Federal violation over which we have jurisdiction. Mutilation of 
minor coins is more of a nuisance. Many people will file a penny to 
the size of a dime or flatten a nickel to the size of a quarter and use 
them in vending machines. Formerly that was not a Federal offense. 
Now it is. 
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BACKLOG OF CASES 


Mr. Canrrevp. You have testified concerning your backlog of cases 
telling us how you were able to reduce the number because of your in- 
spection of the various cases. In other words, you erased many of 
them from the books. What kind of cases were those?) How did you 
determine ? 

Mr. Baveuman. The majority were check cases. I think approxi- 
mately 6,000 old check cases were reduced. 

We have these Government forged checks referred to us and some- 
times we do not get them until a year or 2 or 3 or 4 years after the 
offense has been committed. With all due respect to the best of inves 
tigators, after you get a case a year old, you will find that the store- 
keeper does not remember for whom he cashed the check. While we 
do not necessarily stop there as we check other sources, nevertheless 
sometimes it is hopeless to pursue it. Of course, the investigator 
likes to hold onto a case to ultimately try and solve it. But regard. 
less the inspectors who have complete charge of these phases were 
told to close out these old cases statistically and, in the event someone 
was arrested to whom these checks could be charged, or a definite 
suspect developed, the cases could always be reopened. 


BLAIR HOUSE INCIDENT 


Mr. CanFietp. What is the present status of the unfortunate Blair 
House incident? What is the picture since you last reported to this 
committee ? 

Mr. Baveguman,. Collazo is still in the District jail here. 

He has been sentenced to die in the electric chair but his case has 
been appealed. Briefs have been submitted. I have not heard any 
final decision from the court of appeals. 

We have arrested six other persons in New York since the Blair 
House affair for obstructing justice and their cases are still pending. 
l’ortunately, the two White House policemen—one who was serious! 
injured is doing better. After he had apparently recovered he had « 
relapse but I think he will be all right from now on. But as far a- 
the case is concerned, we are still actively investigating it. We have 
not closed the case. 

Mr. Canrretp. You still have men down at Puerto Rico? 

Mr. Baucuman. We have agents in Puerto Rico. They are activel) 
engaged on the Collazo case and are also working on our other type 
of cases—checks and counterfeiting. 


PROTECTION FOR PRESIDENT AND VICE PRESIDENT 


Mr. Canrtevp. This subcommittee, Mr. Baughman, has always 
taken the attitude and I am sure you are aware of it, that there shoul 
be no pinching of pennies in the protection of the President of the 
United States and his family. And that extends now to the Vice 
President. You feel you are asking for sufficient funds to carry ou! 
this duty this year? 

Mr. BaucuMan. I feel we have adequate protection at this time. 

Mr. Canrieip. And you would not hesitate to come to the chairma 
and members of this committee if any occasion developed during the 
year? You would not hesitate to come before us ¢ 





131 


Mr. Baveuman. No. 
Off the record. 
(Discussion off the record.) 
Mr. Gary. What protection are you giving the Vice President at 
the present time? 

Mr. Bavucuman. We have a couple of agents assigned to the Vice 
President while he is in and around Washington. 


LIAISON WITH FOREIGN TREASURY DEPARTMENTS 


Mr. Sremrnski. Do you have liaison with foreign treasury depart- 
ments, for instance, do you have liaison with Se otland Yard? Mr. 
Anslinger said they had uncovered foreign-currency rings in China. 

Mr. Bavauman. Well, the narcotics, if they get any information on 
counterfeiting would pass information on to us as we pass on narcotics 
information to them. We have no actual representative abroad. It so 
happens that I personally know the officials of Scotland Yard and 
other high ranking police officers in other countries and we do cor- 
respond ‘and have close cooperation. 

Mr. Sirminskr. In the event of war, would you be interested in 
nilitary-certificate counterfeiting ? 

Ress Bavcuman. We would be interested ; but not in the sense of hav- 

1g any jurisdiction. 

"ie Steminski. Under whose jurisdiction would such a scheme 
come ? 

Mr. Baucuman. Under the military. We only protect what are 
classed as Government obligations. 

Mr. Steminskt. With your knowledge do you think the military is 
trained to detect counterfeit in the same sense as you are for United 
States currency? You do not need to answer that question if you 
think you shouldn’t 

Mr. Bavcuman. The scrip I have seen has been so poorly printed 
I do not think you would have to be an expert in detecting it. We have 
viven one of the Army schools in this country material and informa- 
tion and they are going to have instructions on detecting counterfeit 
money. We have also lectured to a number of their intelligence units, 
particularly those who have gone abroad, and it has been not only 
helpful to them, but also to us. 

Mr. Sremrnskt. Off the record. 

(Discussion off the record.) 


PRECAUTIONS ABROAD AGAINST COUNTERFEITING 


Mr. Sremrnskt. In view of the arrests you mention in your official 
statement and in view of the fact that the American dollar is strongly 
in demand, I wonder if we are taking the proper precautions abroad 
as evidently you are here at home ag: ainst counter eiting? I hope we 
are. 

Mr. Baveuman. We are in a position in the event counterfeits are 
printed abroad and brought into this country, that they will be called 
to our attention and it is only a matter of time whether they are passed 
locally or not that we would be able to determine from the workman- 
ship whether they were printed abroad or in this country. 
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A few years ago we had a lot of counterfeiting in France and we 
sent agents there and they captured one large plant involving ove: 
S$?.000,000, 

If there is some scheme on the part of any foreign nation to counter 
feit our currency [ would assume they would make a pretty good 
counterfeit bill but we have not run across any of them vet. T sus 
pected such at one time when we were receiving an excellent lot of 
counterfeit notes but it turned out after the plant was captured in 
Hong Kong that a group of Chinese criminals were responsible, similai 
to activities of some criminals in this country. 

Mr. Stemrnskt. I was very much impressed by Commissioner An- 
slineer’s exposition of what the British told us about counterfeiting 
in Hong Kong. It just puzzled me as a new member here to see a Com 
missioner of Narcotics talking about currency and T was hoping we 
would have our people currency-wise abroad, too. But, as you say, 
his operations carry him abroad, and he passes you the ball as a good 
team man. 

Mr. BavenMan. We receive information continually from certain 
areas abroad. 

Off the record. 

(Discussion off the record.) 

Mr. Sreminskt. There is a Presidential election coming up and 
the appearances of the President are going to be numerous. With 
the politics of the country as it is, do you think you have adequate 
protection if the President should choose to run @ 

Mr. Bavenman. Tf we can maintain our present force. Not only 
the White House force but every agent in the field. 

Mr. Stemrvskt. Have you ever provided such protection for a can- 
didate for office ? 

Mr. Boccuman. Not for the candidate, but for the President-elect. 

Mr. Steminskt. Detroit is suffering an unemployment situation that 
is rather acute. Tf vou have a dearth of guards here would you 
consider such a situation for unemploved men if they would like to 
come for these salaries ? 

Mr. Canrievp. Yon could include New Jersey in that picture, too. 

Mr. Srevainsxkt. Well, T could not seem to be preindiced. 

Mr Boaceenwan. Yes, Mr. Sieminski. T would like to explain that 
the White House Police are recruited from the Metropolitan Police 
ofter a year or two experience there. They vo throueh that channel 
We do not hire them direct withont exnerience. With the enuard 
foree we can hire them direct with eirvil service approval. They have 
to take an examination and the age limit is 45. Tn time T hope to eet 
some vouneer ones there with certain traiming and give them a chanc 
for promotion, 

We would be verv interested to cet appleants for the enard force 
and Tam sure the Metropolitan Police would be glad to get suitable 
men, 

Mr. Gary. You spoke a few moments age with respect to the Pres 
ident-elect. If someone else is elected in November, as soon as the 
election 1s over vou wvive them protection 7 

Mr. Batcenman,. Just assoon as there is an official return. 
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LENIENCY TO CONVICTED COUNTERFEITERS 


Mr. Wintson. Mr. Chairman, I would like to ask the witness two 
questions with regard to the leniency to convicted counterfeiters. I 
notice here in your statement that we have a counterfeiter arrested 
and convicted in 1924. He was rearrested again in 1926, 1932 and 
convicted for the same thing and convicted in 1943 and again con- 
victed in 1951, 

It seems to me as if the force required for checking counterfeiters 
could be either reduced or, with the accelerated rate of Increase, could 
be greatly retarded, if we dealt a bit more severely with these people 
and especially after being convicted the second time. That Is MV 
question, Does the law prohibit them from being given long sen- 
tences if convicted five or six times for the same thing ¢ 

Mr. Gary. Isn't there a Federal law on that / 

Mr. Canrienp. New York State has one. 

Mr. Gary. Virginia law provides that on three convictions for 
felonies life imprisonment is automatic, 

Mr. Witsox. This person was convicted and sentenced five different 
times. Every department up to now has asked for increased appropri- 
ations and they seem to think they have good justification for it. Tam 
assuming that every agence y that comes before us in the future will 
also ask for increased ap propriations but 1 do not know how far 
we can go and Tam for cutting down on appropriations and for cutting 
down on taxes. That is not just for a campaign year but for every 
year to come. 

I realize your problems are growing but I do expect you to improve 
the efficiency of your department and T pledge to vou my help on that. 

If it requires Federal legislation to increase your powers, such pow- 
ers as you need to expedite efficiency, you should have. I should be 
glad to cooperate with vou on that and after T receive your comment 
on it T have another question T would like to ask you. 

Mr. BaveuMan. T might say, sir, that for the past year the average 
counterfeiter received an average sentence of 5 years. Seventy-five 
percent were sent to Jail and the other 25 percent were probationary 
cases. "The maximuun sentence for passing one counterfeit bill is 15 
years and for possessing it 15 vears. So, one counterfeiter who passes 
one counterfeit could vet 50 years. 

Mr. Witson. Should that be a minimum instead of a maximum? 

Is there any difference on the first conviction and the second con- 
vietion # ; 

Mr. Bavonoaan. Certainly. With the second conviction it should 
be treated far more seriously. 

Mr. Witson. Than it is, then you are permitted to treat it under 
ie law ¢ 

Mr. BavguMan, Perhaps it ts due to my training as an investigator 
but after T would present the evidence and facts to the United States 
attorney I felt it was his job to prosecute and the judge to sentence. 
Naturally, we are interested in following the case and seeing the 
accused properly sentenced by the courts. But T have always taken 
it as the prerog ative of the courts to decide as to what sentence they 
should give. There might be extenuating circumstances on a second 
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offense and at times while I might personally feel that certain o 
fenders should have had more severe sentences meted out, I am not the 
judge. I have always taken the viewpoint that a judge is a learned 
man and has these cases every day and usually, with a few exceptions, 
their decisions are most fair considering the Government and the indi- 
vidual they are dealing with. 

We have had some very stiff sentences the last couple of years. Some 
counterfeiters have been sentenced to 25 years. They were big time 
distributors or important criminals and while it will act as a deterrent 
for a time, there is always someone else who will come along thinking 
they can make an easy dollar. 

Mr. Witson. Do you think Congress should enact more stringent 
legislation in regard to the penalties for first and second offenses / 

Mr. BavcuMan. I have given it some study but before expressing 
any definite remarks I prefer to further study and see the results of 
this recent law passed for the Narcotic Bureau. 


RETURN TO COUNTERFEITING 


Mr. Winson. What percentage of these people go back into the 
business after getting their postgraduate course in counterfeiting at 
your institutions ¢ 

Mr. Baucuman. At the maximum, 5 percent. 

Mr. Witson. On page 5 you say: 

A perfectionist, he continued to study graphie arts while serving his las 
sentence and while still reporting to his probation officer. While on parole 
he disappeared— 
and so forth. 

It seems as though these counterfeiters are put together and learn 
to be perfectionists after they get into this institution. When they 
go out they are much more efficient and can avoid their first mistakes. 
They get together on mistakes they have made. 

Mr. Canrietp. Will the gentleman yield to me? 

Didn't you think this person’s rehabilitation officer was a little 
too kind to him ? 

Mr. Witson. I don’t know whether it is a particular case or not. 

Mr. Gary. Will the gentleman yield ? 

I think you have put your finger on something of importance 
there. I think it would be well—I know in Virginia, if a man is 
convicted three times for felonies he is automatically sent to peni- 
tentiary for life. I understand the same is true on four convictions 
in New York. 

Mr. Witson. That does not apply to your Federal statutes. 

Mr. Gary. I am perfectly willing to call attention to this situation 
in our report and recommend legislation in that connection. 

Mr. Witson. I think the first offense should be made more stringent 
and the second offense very much more severe and they never shoul 
be permitted to create a fourth offense, just as your Virginia law 
provides. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Witson. Don’t you think segregation for people highly skille: 
in criminal arts would be a great advantage, segregation of persons 
who are skilled in these particular arts. 
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Mr. Sreminskr. Will the gentleman yield? 

Isn’t it a question also of classifying prisoners on entry ? 

Mr. Wirson. If they are life sentences they are not going to get 
out. The people who are there for only a short period of time, they 
will get out and can use the information. 

My next question is in regard to another point and I would like to 
vo off the record. 

(Discussion off the record.) 


DISPOSITION OF SEIZED CARS 


Mr. Gary. Mr. Baughman, what disposition do you make of seized 
cars ¢ 

Mr. Bavuaguman. If they are in good condition and require no 
creat cost in repairs we will retain them ourselves but I believe that 
last year we got only three or four seized cars, four, I think, as a, 
result of counterfeiters transporting counterfeit money in the cars. 

Mr. Gary. You mean you actually took in three or four : altogether ¢ 

Mr. Bavguman. The real old cars—where it is going to be an 
expense or an upkeep—the Customs Bureau who handles seized cars 
for us will sell them to the public at auctions. 

Mr. Gary. You got four last year. How many of these did you 
retain ? 

Mr. Baveuman. We possibly seized more than four. We got four 
for our own use. 

Mr. Gary. You retained four for your own use ? 

Mr. Bauvecuman. We seized approximately 15 cars, but kept only 4. 


INCREASED SENTENCES 


Mr. Witson. Mr. Baughman, are there any other ways in which 
we through legislation can strengthen the hand of your department 
or organizi ition, perhaps rules or preblems, something in the number 
of cases that may come before you in this increasingly complex 
society of ours? 

Mr. Bavernaan. As far as the criminals themselves are concerned, 
and they are the ones that cause us most of our work and trouble, 
particularly the check forgers. As a matter of fact, the majority 
of our work, probably 40 percent of our time, is spent investigating 

check forgeries, and if sentences could be increased a little it un- 
doubtedly would help. 

Mr. Witson. In other words, that should be included in the same 
study for counterfeiting. 

Mr. Bavguman. Almost 45 percent of our check forger offenders 
are probation cases. After they are arrested and they may be awaiting 
trial and they are arrested again for the same offense. They may 
be placed on “probation and sometimes they will be arrested two or 
three times before they are sent to jail. Usually after that they do 
not go out and steal themselves, but they get someone else to steal 
and forge the checks, while they direct. 

We have arrested some check thieves and some have received good 
sentences. One judge has constantly sentenced forgers to 10 years 
and that district receives very few forged checks now. 

Mr. Wirson. Do you have a legal staff capable of drafting legisla- 
tion which you feel would be helpful ? 
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Mr. BavucHMAN. We do not have a legal staff but we do have the 
assistance of the general counsel of Treasury Department. 

Mr. Wirson. I personally would like to see what legislation your 
Department would recommend. The majority of Congress feels we 
should strengthen the hands of our enforcement agencies. 

Mr. Baveuman. I would be glad to submit some. I will give a 
further thought to it. 

Mr. Sieminskt. Would the gentleman yield ? 

I wish you would consider the foreign affairs implications of Secret 
Service. It seems we have a triple arm in national defense—<Air, 
Army, and Navy and with America assuming economic leadership in 
the world I wonder if you might consider whether the time has not 
come for Secret Service to operate on the world economic front. 


ISOLATED CASE 


Mr. Canrievp. One further question before we have questions by 
the able gentleman Mr. James who is, as you know, Benjamin Frank 
lin’s direct descendant in the printing line in Philadelphia. The ques 
tion is: This perfectionist who continued to study the graphic arts 
while serving his last sentence only to come out and do a good counter- 
feiting job—is that an isolated case or do you run into a case like that 
every now and then? 

Mr. Baveuaan. It is not an isolated case but it is not the average. 
the average counterfeiter, the maker, for some reason or other, who in 
my opinion might print a pretty poor counterfeit, he will figure it is 
just perfect. They cannot see the flaws. Whether it is ego or not J 
do not know. However, they will constantly study and try to im- 
prove. From experience we know that certain counterfeiters have 
printed notes and they have not been satisfactory and they will de 
stroy them. 

Mr. Canrretp. Strangely enough, they seem to make progress in 
their pursuits while incarcerated. You have just noted a case where 
they made the bad notes in the jail itself ¢ 

Mr. Baveuman. That was a case years back where they had the 
counterfeit notes made in jail near Lancaster. 

Mr. Cawrry. Wasn't that the San Quentin case? 

Mr. Bavenman. Off the record. 

( Discussion off the record.) 

Mr. James. Mr. Chairman, I want to make a statement off the record. 

(Discussion off the record. ) 


“TO COUNTERFEIT IS DEATH” 


Mr. James. At page 4: I want to make this one contribution to the 
thinking that has been discussed here at the table. We have been 
talking of making a mandatory sentence applicable to repeaters in 
counterfeiting and for other violations of the Treasury laws. IT make 
the contribution to this discussion that in the very earliest printing of 
currency in this country the paper money bore a line which said, “To 
counterfeit is death.” 

That is something not too generally known. 

Mr. Gary. It is like horse thieving, which carried a death penalty 
in the early days of the Republic. 
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on 


Mr. James. I have in my desk some old paper currency and that line 


is printed on the currency, “To counterfeit 1s death.” 


Mr. Canrie_p. That is a compliment to Alexander Hamilton. At 


one time they used to cut their ears off. 
SALARIES AND Expenses, Wuire House Porice 
Amounts available for obligations 


1951 actual | 1952 estimate 


Appropriation or estimate $522, 000 


Proposed supplemental due to pay increases ; | 42, 000 | 
Total available for obligation 522. 000 689, 000 
Unobligated balance, estimated savings --55, 563 | 
; | 
Obligations incurred Sb | 466,437 | 689, OOO 
| | 


OBLIGATIONS BY ACTIVITIES 


Protection of White Hlouse and grounds: 
1851 
1952 
1853 


Obligations by objects 


Object classification 1951 actual | 1952 estimate 


Total number of permanent positions 172 172 
Average number of all employees 115 163 


Average salaries and grades: Ungraded positions: Average 


salary $3, 651 $4, OSO 
01 Personal services 447, 835 667, S52 
038 Transportation of things : 4 10 
07 Other contractual services 607 1,418 
OS Supplies and materials 17, 405 19, 000 
oY Equipment S85 720 
Obligations incurred ‘ 406, 437 689, 000 


$647, 000 | 


1953 estimate 


$698, 000 


698, 000 


698, OOO 


_. $466, 487 


689, OOO 
GYS, OOO 


1953 estimate 


172 


166 


$4, OSO 


676, S52 
10 
1,418 
19, 000 
720 


698, OOO 





Analysis of erpenditures 





1951 actual | 1952 estimate 


Unliquidated obligations, start of year__- $20, 268 $30, OSS 
Obligations incurred during the year 466, 437 689, 000 
: 486, 705 719, 988 
Deduct 
Unliquidated obligations, end of vear ; 30, ORS 32, 500 
Obligated balance carried to certified claims account 139 
Total expenditures : eva ain ao eeors ; | 455, 578 O87, 488 


Expenditures are distributed as follows: 


Out of current authorizations : : 435, 450 | 617, 000 
Out of prior authorizations | 20, 128 30, 988 | 
Out of anticipated 1952 supplemental for pay increases. .__| 39, 500 


1958 estimate 


$32, 500 
698, 000 


730, 500 


30, 000 


700, 500 


668, 000 
30, 000 
2, 500 





Mr. Gary. The next item we will take up will be the White House 
Police and in this connection we will insert page 264 of the justifications 
from which it appears that the appropriations for 1952 were $647,000. 


The request for 1953 is $698,000, an increase of $51,000, 


The 1952 


appropriation, however, does not include an anticipated supplemental 


appropriation to cover the cost of authorized pay increases. 
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(The matter referred to follows :) 





th 
Analysis of appropriation base for fiscal year 1953 Cx 
it 
Beguiar appropriation, 1952 act... $647, 00% 
Suppeemental appropriation for 1908... nc ecemcemeeens nnnce... an 
CO 
mn ageronriation, spe. * 647, 000 cO 
Reductions : Protection of White House and Grounds_______ —$13, 000 re 
Additions: Protection of White House and Grounds_______ +64, 000 
Adjustment in base (net)__-_-_--_-___ eee hi sR ated Sada +51, 000 
a al 
i I a a cll 698, 000 t] 
Increase over appropriation base for Ses pi ecaads Seoiiee aa eae ere ee, ; 
Appropriation estimate for 1953_.............. 698, OVO 4 th 
Increase or decrease from total appropriation, 1952__-.._______ +51, 000 
aco not include anticipated supplemental for 1952 to cover cost of authorized pay 
creases, 
{ 
Comparison of appropriation base with appropriation estimate for 1953 
A t b: Ap riati »sti- 
ppropriation base | Appropriation esti- | tnerease or decreas 
Activity Sian 0 + Mle. | Aaa | 
Average Average} ‘Average 71 
| posi- Amount | posi- | Amount posi- | Amount 
tions | tions | tions | { 
1, Protection of White House and Grounds 166 | $698, 000 166 $698, 0CO |.._- 1s ; 
Adjustments in base (net) 4) —51, 000 as ‘ | —4 $51, 000 
Total, appropriation 1952 and ap- | 
propriation ostimate, 1953 : 170 | 1647, 000 166 698,000 | —4} +51, 00 


i 


1 Does not include anticipated near mental for 1952 to cover cost of authorized pay increases 


Mr. Gary. What does the $51,000 increase represent ? 

Mr. Bavenman. That is the pay increases that were granted re- 
cently by Congress. 

Mr. Gary. Entirely? 

Mr. Baucuman. Yes. Entirely. 

Mr. Gary. You are asking for no increase in force ? 

Mr. Bavenman. Not in force nor in other items. 

Mr. Gary. You are still over the statutory limit ? 

Mr. Bavenman. Yes. By law. 


LANGUAGE CHANGES 


Mr. Gary. In our report last year this committee said: 


The full amount requested for the White House Police, $647,000, has been 
allowed and although the committee has approved language which will permit 
the continued employment of the 41 additional policemen authorized by the 
Second Supplemental Appropriation Act, 1951, nevertheless. the Treasury De- 
partment is directed to seek enactment of a bill amending section 2 of the act 
of August 15, 1950 (Publie Law 693) which limits the White House Police to 133 

In order that this language may be eliminated next vear, the committee will 
expect the budget for 1953 to be submitted in aecordance with authorizing 
legislation. 


Have you secured the passage of legislation increasing that 
authorization ? 





139 


Mr. BaucuMan. Mr. Chairman, the proposed bill S. 1283 passed 
the Senate with a figure giving 170 men. It was referred to the House 
Committee on the District of Columbia October 3. That is where 
it is at the present time. I have asked our general counsel’s office 
and they have checked with committees and their clerks to see if it 
could be passed as soon as possible and they said they would give it 
consideration and they did ask us to follow it up by confirming our 
request in writing. 

Mr. Gary. Why didn’t you add it to Public Law 79? 

Mr. BaucuMan. The Secret Service legislation had been prepared 
a year or two previously ; it was some time before the last Appropria- 
tion Committee hearing. 

Mr. Gary. I wish you would do what you can to get that legislation 
through because we are appropriating more than is ‘authorized by law. 

Ott the record. 

(Diseussion off the record.) 

Mr. Gary. You say this entire amount is for salary increase under 
the new law. Are you absorbing any of this salary increase 4 


SAVINGS IN PERSONAL SERVICES 


Mr. Tayror. The entire cost of salary increases is $64,000 and we 
have reduced that by $13,000 estimated savings in personal services. 
We are cutting back in our personnel requirements and in addition to 
that I might say that, since this appropriation was prepared, Public 
Law 195 was passed which granted holiday pay for White House 
Police so we have an additional amount of approximately $8,000 per 
vear for holiday pay which we intend to absorb. 

Mr. Gary. You are not asking for any increased personnel on that 
at all? 

Mr. Taytor. There is a reduction, in fact. 

Mr. Gary. Of how many? 

Mr. Taynor. Four. 


PENSION FOR MRS. COFFELT 


Mr. Canrretp. What has been done for the late Officer Coffelt’s 
family ? 

Mr. Bavenman. All Mrs. Coffelt receives is a monthly pension of 
S125. She did get a few contributions. T believe children in Puerto 
Rico collected and gave her about $4,000. The Philadelphia Inquirer 
gave her $1,000. The Variety Club $500, and there were a couple of 
others who helped out. Outside of these public contributions the 
only thing she receives is this $125 monthly pension from the Dis- 
trict of Columbia. 

Mr. Canrienp. This man gave his life for the President of the 
United States, the Commander in Chief. He was offered a lot of en- 
comiums post mortem. Concern was manifested in behalf of his 
widow. Has any legislation been introduced ? 

Mr. Bavauan. None whatever. Off the record. 

(Discussion off the record.) 

Mr. Gary. From where does the widow get the $125 ? 

Mr. Baveauman. From the District of Columbia. The White 
House Police retire under the same plan as the Metropolitan Police 
officers, 
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Mr. Gary. It comes under the regular retirement plan. 
Mr. Canrieip. Just how big a family did he have? 
Mr. Baveuman. Just his wife. 


PROVISION OF THAZARDOUS-DUTY INSURANCE 


Mr. Canrrevtp. Mr. Chairman, I think our committee could look into 
that picture in all fairness and possibly start something. 

Mr. Bavenman. It would be a great morale boost and incentive to 
other officers of the White House Police. 

Mr. Steminskr. I am introducing a bill to reduce income-tax provi- 
sions for the estates of those who have died on active armed service 
duty in Korea. 

Mr. Canririp. I shall be glad to confer with you and introduce a 
proper bill in this case. 

Mr. Bavcuuan. All right, sir. 

Mr. James. There are a number of other agencies where men are 
subjected to the same risks; there are FBI men and still others. It 
would seem to me that an approach to that problem would not be with 
respect to an isolated case but to provide some sort of insurance such 
as we provide for the Armed Forces. They are given insurance of 
$10,000 and while their risk may be considered greater as a group, it 
certainly is no greater to the individual, 

Mr. Gary. That problem is not restricted to the Secret Service. 
It applies to several agencies. That is what I mean. 

Mr. Bavenman. Yes. 

Mr. Gary. And my recollection is that we passed some bill deal- 
ing with that situation a year or two ago certainly in connection with 
the FBI. 

Mr. Bavenaan. Tam not familiar with that. 

Mr. Jounson. I think you are thinking of liberalization of retire 
ment provisions of law with respect to those individuals engaged in 
enforcement work. 

Mr. Gary. I thought the law covered more than retirement. A 
man who retires is one case; but a man who, in the prime of his life, 
sacrifices his life in the discharge of his public duty is quite another. 
It appears to me that the suggestion of the gentleman from Penn 
sylvania is entirely proper, that the question of insurance should be 
considered in connection with the various services and not limited 
only toone man who loses his life in enforcement work. 

Mr. Canrievp. I agree, but inasmuch as we do not have a law on 
that, I think this case should be covered by special legislation and 
Congress would approve it and most certainly the President would 
sign it. 

Mr. BavGuman. That would be a wonderful lift for any investigat 
ors I know. 

Mr. James. A program such as that would be insignificant compared 
to that covering the Armed Forces program. 

Mr. Bavcuman. The men do not care for themselves, but the aver 
age Government investigator does not have any extra money, and 
his insurance is limited, and if something happens to him his wife 
is not too well provided for. In my case, my wife would have to 
wait until she is 50 to get any benefits from the Government. With 
a youngster I do not know how she would make out. 
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Mr. James. I would certainly be sympathetic to a program of that 
kind and the Congress would not be unresponsive, in my opinion. 

Mr. BAUGHMAN. And every law-enforcement officer would be in- 
debted to you. 

Mr. Canrieitp. Well, Chief, I heard you describe most vividly how 
this young officer fought and died to save his President, and the little 
thing we can do to pass this bill on behalf of his widow, I am sure it 
will be done. 

Mr. Bavcuman. That is fine, Mr. Canfield. 


SALARIES AND Expenses, GuARD Force 


Amounts available for obligations 


1951 actual | 1952 estimate | 1953 estimate 


] 
Appropriation or estimate ._—. $700, 000 $450, 000 $465, 000 
fransferred to ‘‘Operating expenses, General Services Ad- | 
ministration,’’ pursuant to Reorganization Plan No. 18_.__-; — 28, 759 
Adjusted appropriation or estimate 671, 241 450, 000 465, 000 
Proposed supplemental due to pay increases } 36, 000 
Reimbursements from other accounts oe : 200, 000 438, 400 
Total available for obligation ; v4, 24] 924, 400 465, 000 
Unobligated balance, estimated savings. -__. -- ~ 46 O67 
Obligations incurred 824, 274 924, 400 465, 000 
Comparative transfer to ‘‘Operating expe nses, General Serv- 
ices Administration” : —12, 511 
Total obligations ae ¢ 811, 763 | 924, 400 465, 000 
Obligations by activitics 
Description 1951 actual | 1952 estimate 1953 estimate 
Direct Obligations 
Safeguarding Government securities and protection of Treas- 
ury buildings ’ $611, 763 $486, 000 $465, 000 
Obligations Payable Out of Reimbursements From Other 
Accounts 
Safeguarding Government securities and protection of Treas- 
ury buildings 20), O00 438, 400 
Total obligations . 811, 763 924, 400 465, 000 


Analysis of expenditures 


1951 actual | 1952 estimate 1953 estimate 


Unliquidated obligations, start of year $54, 361 $57, 557 $52, 385 
Obligations incurred during the year : 824, 274 924, 400 465, 000 
S78, 635 981, 957 517, 385 
Deduct: 
Reimbursable obligations , 200, 000 438, 400 ; 
Unliquidated obligations, end of year 57, 557 §2, 385 51, 000 
Obligated balance carried to certified claims account 545 
Total expenditures. _. . 620, 533 491, 172 466, 385 


Expenditures are distributed as follows 
Out of current authorizations 567, 303 401, 557 415, 000 


Out of prior authorizations , 43, 230 55, 000 50, OOO 
Out of anticipated 1952 supplemental for pay increases 34, 615 1,385 
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Mr. Gary. The next item is the “Guard force,” and in that connec- 
tion we will insert page 268 of the justifications, from which it appears 
that the total appropriation for 1952 was $450,000. ‘The requeste: 
appropr iation for 1953 is $465,000, an increase of $15, 000. The appro 
priation for 1952, however, does not include an anticipated supple 
mental for 1952 to cover the cost of the authorized pay increase. 

(The matter referred to follows:) 


Analysis of appropriation base for fiscal year 1958 


$450, O00 


1450, 000 


Total appropriation, 1952_____- 
Reductions: Safeguarding Government securities and protec- 
tion of Treasury Buildings__ 
Additions: Safeguarding Gov ernment securities and protec “at 
tion of Tre OBO TS US eee eee pee ee eee 89, 000 


Adjustment in base (net) —_- BOO 


, tw) 


aes See a , 00 


Appropriation base for 1958 
Increase over appropriation base for 195! 


Appropriation estimate for 1953. 465, 000 


Increase or decrease from total appropriation, 15, 000 


Comparison of appropriation base with appropriation estimate for 1953 


Appropriation base | Appropriation esti- See 
for 1953 mate for 1953 Increase or decreas 


j j 
{ | 

Average Average Average 
posi- Amount posi- Amount posi- | 
tions tions tions | 


Activity 


Amount 


Safeguarding Government securities and | | | 
protection of Treasury Buildings. ._- pla! $463, 500 129 $465, 000 
Adjustment to base ; i] —13, 500 g | 


Total appropriation 1952 and appro- | 
priation estimate for 1953 | 138 | 1 450,000 | 129 465, 000 -9 


1 Does not include authorized supplemental for 1952 to cover cost of authorized pay increases. 
REDUCTION IN EMPLOYEES 


Mr. Gary. Mr. Baughman, what is the reason for this increase! 

Mr. Bavcuman. For the increase in salary ? 

Mr. Gary. The amount of $15,000. 

Mr. Bavcuman. Let me check with Mr. Taylor. 

Mr. Tayior. The pay increase we are requesting is $39,000. That 
has been decreased by eight positions at $20,000 and an estimated 
savings, due to lag in recruitment, of $1,500. The total amount ab 
sorbed is $21,500. 

The only increase we are asking for is $1,500 to replace a statio 
wagon that is over 6 years old. We are cutting back our personnel by 
nine employees. , 
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Mr. Canrietp. Are the qualifications for employment as a uniformed 
guard under the Secret Service less than the qualifications for the 
position of Metropolitan Police here in the District of Columbia ? 

Mr. BaveuMman. No, except for age and certain physical 
qualifications. 

Mr. Canrietp. Why are the starting salaries so disproportionate ? 

Mr. Bavenman. Well, the difference in type of work between the 
guard and the police officer. 

Mr. Canriecp. These men call themselves Secret Service ? 

Mr. Bavcuman. Uniformed guard force of the Secret Service. 
They do not perform the duties of the agents. 

Mr. Canrievp. I would like to say before we close that I think that 
these gentlemen have made a very fine presentation this afternoon— 
one of the best we have heard. 

Mr. Baveuman. I certainly appreciate that, Mr. Canfield. It is 
very nice of you. 

Mr. Gary. The Chief and his staff are doing a very excellent job 
and I agree with the gentleman from New Jersey that he has made 
a tull, complete, and satisfactory presentation of his budget requests. 

Mr. BavcguMman. Thank you. 


Turspay. JANUARY 15, 195. 
BUREAU OF CUSTOMS 
WITNESSES 


DAVID B. STRUBINGER, ASSISTANT COMMISSIONER 

CHESTER A. EMERICK, DEPUTY COMMISSIONER, DIVISION OF 
INVESTIGATIONS 

WILLIAM E. HIGMAN, CHIEF, DIVISION OF CLASSIFICATION, 
ENTRY AND VALUE 


W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 
SALARIES AND EXPENSES 
Amounts available for obligation 


1951 actual | 1952 estimate | 1953 estimate 


Appropriation or estimate $36, 825, 000 $37, 500, 000 $41, 800, 000 
Proposed supplemental due to pay increases 2, $60, 000 ae 
Reimbursements from non-Federal sources 6, 238, 109 7, 374, 000 8, 107, 000 
Reimbursements from other accounts 157, 307 176, 000 193, 000 
Total available for obligation 43, 220, 416 47, 910, 000 50, 100, 000 
Unobligated balance, estimated savings ons an —62, 515 
Obligations incurred 43, 157, 901 47, 910, 000 50, 100, 000 
omparative transfer from ‘‘Miscellaneous expenses, Treasury 
Department’’___- P POMS AR rere ele 28, 500 
Total obligations. : , e dees 43, 186, 401 47, 910, 000 50, 100, 000 
Note.—Reimbursements from non-Federal sources above are funds received for customs services pursuant 


tothe Tariff Act of 1930, as amended. 
93930—52——-10 
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Obligations by activities 


> 


Description | 1981 


Direct Ohligations 


Appropriated funds: 

1. Assessment and collection of duties, taxes, and fees 

2. Appraisal of imported merchandise 

3. Investigations of violations of customs and related laws 
and regulations 

4. Audit of collection and merchandise accounts 

5, Analysis and identification of merchandise for tariff 
purposes 

Executive direction 


Total obligations from appropriated funds 
Reimbursements from non-Federal sources: 
1, Assessment and collection of duties, taxes, and fees 


2. Appraisal of imported merchandise 


Total obligations payable out of reimbursements from 
non-Federal sources 


Total direct obligations 
Ohligations Payable Out of Reimbursements From Other Accounts 
1. Assessment and collection of duties, taxes, and fees 
5. Analysis and identification of merchandise for tariff pur- 


poses 


Total obligations payable out of reimbursements from 
other accounts 


Total obligations 


actual 


799, H74 


4, 444, 6438 


, 705, 197 
, O84, 907 


* 590, 154 
, 166, 410 


, 790 


i, 152, 7. 


85, 33 


1, 238 


3, 029, 094 


ony 
7, O07 


3, 186, 401 


1952 estimate 


$30, 550, 000 
4, 900, 000 


1,812, 700 
1, 184, 500 


665, 400 
1, 247, 400 


40, 360, 000 


7, 279, 000 
95, 000 


7, 374, 000 


7, 734, OOO 


151, 000 | 


25, 000 


176, 000 


47,910, 000 | 


1953 estim 


$31, 601, 670 
5, 120, 52 


1, 876, 
1, 192, 


691, 2 
1, 397,2 


41, 800, 
8, 002, 

104 
8, 107, 


49, 907, 


193, 000 


50, 100, 000 








Obligations by objects 


Object classification | 1951 actual | 1952 estimate | 1953 estimate 


Summary of Personal Services 


Total number of permanent positions | 8,415 | 8. 444 | 8, 866 


Full-time equivalent of all other positions : 195 190 | 195 


Average number of all employees ’ ; 8, 348 | 8. 376 | 8. 627 


Average salaries and grades: 
General schedule grades: 

















Average salary M, 427 $4, 856 $4, 850 
Average grade GS-7.1 GS-7.1 | GS-7.1 

Crafts, protective, and custodial grades } | 
Average salary $3, 185 $3, 504 $3, 507 
Average grade CPC-5.4 CPC-5.4 CPC-5.4 

Personal service obligations: } 
Permanent positions < 5 $34, 300, 436 $37, 789, 6380 $39, 176, 135 
Part-time and temporary positions ; 487, 752 503, 700 507, 800 
Regular pay in excess of 52-week base s 146, b00 151, 775 
Payment above basic rates : 7, 207, 670 7, 917, 290 
Total personal service obligations 45, 647, 000 47, 753, 000 
Appropriated Funds 
(1 Personal services 38, 206, 000 39, 573. 000 
02 Travel | 245, 000 245, 000 
03 Transportation of things 375, 000 450, 000 
04 Communication services 294, 300, 000 300, 000 
05 Rents and utility services } 231, S61 135, 000 135, 000 
06 Printing and reproduction 1 192, O83 | 260, 000 | 260, 000 
07 Other contractual services | 207,108 | 215, 000 215, 000 
0&8 Supplies and materials 335, 899 340, 000 340, 000 
09 Equipment a Sai 271, 369 200, 000 200, 000 
13 Refunds, awards, and indemnities 15, 990 80, 000 80, 000 
15 Taxes and assessments 6, 692 21,800 | 21, 800 
Subtotal 36, 808, 785 40, 377, 800 41,819, 800 
Deduct charges for quarters and subsistence furnished E 12, 800 17, 800 19, 800 
Total obligations from appropriated funds | 36, 790, 985 40), 360, 000 41, 800, 000 
Reimbursable Obligations 

(1 Personal services 6, 298, 154 7, 441, 000 &, 180. 000 
02 Travel 3 : | 29, G83 32, 600 36, 000 
03 Transportation of things : 1, 063 1, 200 1, 400 
04 Communication services j 1, 500 1, 600 
05 Rents and utility services 4, 500 5, 000 
06 Printing and reproduction 45, 000 50, 000 
07 Other contractual services 2, 700 3, 000 
08 Supplies and materials 15, 000 16, 000 
09 Equipment 5, 936 6, 500 7, 000 
Total reimbursable obligations 6, 395, 416 7, 550, 000 &, 300, 000 
Total obligations 43, 186, 401 47, 910, 000 50, 100, 000 


Analysis of expenditures 


1951 actual | 1952 estimate | 1953 estimate 














Unliquidated obligations, start of year $2, A66, 885 | $3, 013, 000 
Obligations incurred during the year j 47, 910, 000 50, 100, 000 
lrransfer of unliquidated obligations from ‘*Miscellaneous ex- 
penses, Treasury Department,’’ pursuant to Public Law 111 28, 500 
46, 179, 995 50, 576, 885 53, 113, 000 
Deduct: 
Reimbursable obligations zat 6, 395, 416 7, 550, 000 §&, 300, 000 
Unliquidated obligations, end of year ' 2, 666, 885 3, 013, 000 3, 270, 000 
Adjustment in obligations of prior years 86, 673 
Obligated balance carried to certified claims 2,619 2, 500 2. 500 
Total expenditures 40, O11, 385 41, 540, 500 
Expenditures are distributed as follows 
Out of current authorizations 34, 854, 000 38, 705, 000 
Out of prior authorizations 2, 489, 385 2, 643, 500 
Out of anticipated 1952 supplemental for pay increases 2, 668, O00 192, 000 
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Mr. Gary. The committee will please come to order. This morning 
we will consider the budget request of the Bureau of Customs. I 
this connection we shall insert in the record page 108 of the justifica 
tions from which it appears that the appropriation for 1952 wa: 
$37,500,000 and the request for 1953 is $41,800,000, an increase of 
$4,300,000. The appropriation for 1952, however, does not include ai 
anticipated supplemental for 1952 to cover the cost of the authorized 
pay increases. 

(The matter veferred to is as follows :) 








Anatysis of appropriation base for fiscal year 1953 












Regular appropriation, 1952 act Bae EN SN See nN ae OTN inner Nee = $37, 509, 000 






Ian EMER TORR OONN Rha Se Se eee * 37, 500, 000 


Reductions: 
Activity No. 1, assessment and collection of duties, 












taxes, ena fees... 2.2 oe. ea $472, 330 
Activity No. 2, appraisal of imported merchandise 76, T30 
Activity No. 3, investigations of violations of cus- 

toms and related laws and regulations____-_____ 300 
Activity No. 4, audit of collection and mere handise 

oe 1 REE Sea REE ee: Re See eer ane. Sree eS 300 
Activity No. 5, analy: sis and identification of mer- 

chandise for tariff purposes_______-.-_-________ 300 
Activity No. 6, executive direction____.-_________ 4, 375 





I ae a ters ee ee 554, 335 






Additions: 
Activity No. 1, assessment and collection of duties, 
Pewee Mi POOR 2, 464, 000 









Activity No. 2, appraisal of imported n merce rchandise- Be 400, 600 
Activity No. 8, investigations of violations of cus- 

toms and related laws and regulations __—___ 131, 700 
Activity No. 4, audit of collection and merchan- 

BT 8 a ERE AO eS Se eS 98, 200 







Activity “No. 5, analysis and identification of mer- 
chandise for tariff purposes____ Spree Se 50, 400 

Activity No. 6, executive direction_ Se En Se 100, 000 

St Se 
rte Ue o +5. 800, 6 565 





UC 1) Eee One See eee ee ee ee 


Adjustment in base (net) _ 













BOORGTIAON ROO TOP Nb ee ee ee 40, 190, 565 
Increase over appropriation base for 1953_____.____-_-___________ 1, 609, 485 






Appropriation estimate for 1953... ..... 3.2.2. 41, 800, 000 


Increase or decrease from total appropriation, 1952_________ 4, 300, 000 


_ } Does not include anticipated supplemental for 1952 to cover cost of authorized pay 
Increases. 
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Comparison of appropriation base with appropriation estimate for 1953 

















Appropriation base Appropriation esti- Increase or 
for 1953 | mate for 1953 | decrease 
Activity ASAT (TSAR NARGT) RARE Tecaamaamamese | CAaRRARARGKRRE sdomemmmaseeecmameas 
| | | 
Average | Average |, Average 
positions | Amount | positions Amount | positions | Amount 
= sans: heared co ey Cee Bee eeen moe moe 
i, Assessment and collection of | | 
duties, taxes, and fees -| 5,985.7 |$30, 399,870 | 6, 287.7 |$31, 601, 670 | 302 $1, 201, 800 
2. Appre sisal of imported merch: un- | } | | 
dise 1,050.7 | 4, 858, 870 1,120.7 | 5,120, 520 70 261, 650 
3. Investigations of violations of | | | 
customs and related laws and 
regulations 266.0 | 1,826,600 | 277.0 | 1,876, 800 | 11 | 50, 200 
4, Audit of collection and merchan- | | | 
dise accounts : easel 210.0 | 1,192, 600 | 210.0 | 1,192, 600 
Analysis and identification of | | | | 
merchandise for tariff purposes | 116.6 | 669, 600 | 121.6 | 691, 210 5 | 21, 610 
6. Executive direction... ....-- 215.0 | 1,243,025 | 227.0 | 1,317, 200 | 12 | 74,175 
Increase over appropriation | | | | | 
base. _ - : | 7,844.0 | 40, 190, 565 | 8,244.0 | 41, 800,000 | 400 1, 609, 435 
\djustment in base (net)...-..---- j +154.0 |—2, 690, 565 aa aes: miacialainil —154 | +2, 690, 565 
" | — Se _ _ —— 
. ag . | i 
Totai, appropriation 1952, | | 
and appropriation estimate j | { | | 
BOY BOUE cn onscnsecuusadcccs 7, 998.0 | 37, 500, 000 8, 244.0 | 41, 800, 000 246 | = 4, 300, 000 
H | 





GENERAL STATEMENT 


Mr. G ArY. Mr. Strubinger, do you have a general statement ¢ 

Mr. Srruprncer. Yes, I do, Mr. Chairman. 

Mr. G. sry. We shall be glad to hear it at this time. 

Mr: Srruprxcer. Mr. Chairman and members of the committee, we 
are appearing before you today to sae the Bureau of Customs 
appropriation estimate for the fiscal year 1953. First of all, [ want 
to express for Mr. Dow, our vention aiciel his regrets of not being 
able to attend this heari ing. He suffered a severe illness this summer 
and is still under doctor’s orders. 

Before talking about the estimate itself, I would like to take a very 
few minutes to tell you something about the functions, responsibilities 
and objectives of our Bureau. They are many and diversified, and I 
believe it will be helpful to keep in mind that there is a lot more to 
Customs’ work than simply examining passengers’ baggage and seizing 

ugeled contraband. 


FUNCTIONS AND RESPONSIBILITIES 


The principal functions of the Bureau of Customs are to enter and 
lear vessels; supery ise the discharge of cargo; ascertain the quantities 
' imported mereh: indise ; pass on ‘its admissibility into the commerce 
of the United States; appraise and classify merchandise and assess and 
collect the duties thereon ; control the customs warehousing of imports; 
iispect international traffic by vessel, highway, railroad, and air; 
determine and certify for payment the amount of draw-back due upon 
the exportation of articles produced from duty-paid imports; prevent 
iuggling, undervaluation, and frauds on the customs revenue ; appre- 
hend violators of the customs laws; enforce the Antidumping Act; and 
perform certain duties under the Foreign-Trade Zones Act. 
Because of the frontier position of Customs, we are required to en- 
force laws administered by other Government agencies. As examples, 
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we now perform functions for the Bureau of Internal Revenue, Bureau 
of Narcotics, and Bureau of the Mint of the Treasury Department ; the 
Federal Bureau of Investigation and the Immigration and Natural: 
zation Service of the Department of Justice; the Bureau of Anima! 
Jndustry, Bureau of Entomology and Plant Quarantine, Production 
and Marketing Administration, and the Bureau of Agricultural Eco 
nomics of the Department of Agriculture; the Bureau of the Census, 
Office of International Trade, and the Maritime Administration of 
the Department of Commerce. Important functions are performed 
for the War Department, Navy Department, Post Office Department, 
Interior Department, State Department, Tariff Commission, Atomic 
Knergy Commission, and so forth. 

These extracurricular activities Increase our operating costs and 
the administrative complexities of our over-all job. They particular] 
add to the costs of operating the headquarters office in Washington, 
D.C. 

PRIMARY OBJECTIVE 


The primary objective of the Bureau of Customs is to adiministe 
the Tariff Act of 1930. The preamble to that act states its purpose 
as follows: 

To provide revenue, to regulate commerce with foreign countries, to eucourage 
the industries of the United States, to protect American labor, and for othe: 
purposes, 

I think it is important in evaluating the money needs of the Customs 
Service to recognize certain basic factors that Customs faces that are 
not common to most—if any—other Government agencies who come 
before Congress for operating funds. 

In the first place, it is impossible to estimate our workload accurate- 
ly a year in advance. It is quite evident that the volume of imports 
and the number of vessels, vehicles, aircraft, and persons arriving 
from foreign countries are wholly outside our control, and that un- 
anticipated increases in many of our activities have created undesirable 
backlogs and unreasonable delays. 

Secondly, and of equal importance, is the fact that by far the largest 
part of our work is of a type that must be handled immediately. For 
example, when you and any other passenger arrive from a foreign 
country, it is expected that you will clear customs in a matter of 
minutes. The operators of trains, vehicles, aircraft, and vessels bring 
ing merchandise or passengers into the United States expect to have 
their equipment cleared through customs in a minimum time, other 
wise they suffer a loss of revenue from tied-up equipment. 

It has been the accepted responsibility of Customs for over 150 
years to give preliminary clearance to every Customs entry of mer 
chandise on the day it is presented. To clearly understand this, it 
must be remembered that an importation of merchandise occurs only 
after the articles come within the customs limits of the United States. 
Long before this occurs, the importer contracted for the purchase of 
the merchandise, in most cases has paid in cash or issued an irrevocable 
letter of credit—and has in many instances resold the article, and 
promised a delivery date based on the expected time of arrival in 
the United States. Importing businesses are usually highly com- 
petitive, and many of the demands made on Customs for prompt 
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clearance of merchandise are prompted by a desire to market the 
article in the shortest possible time, and thus obtain the most favor- 
able price. 

Any customs delay in the clearance of persons, equipment or mer- 
chandise is a financial or personal hardship to the persons concerned, 
and is looked upon by them as a failure of our Government to avoid 
unnecessary interference with individual enterprise. Unreasonable 
delays are now occurring and the estimate covers only the minimum 
number of additional employees absolutely necessary to handle this 
essential work ina reasonable time. 


ESTIMATE FOR FISCAL YEAR 1953 


The estimate now before this committee for the fiscal year 1953 
is for $41,800,000, This amount represents an increase of $4,800,000 
over the amount of $37,500,000 which has so far been appropriated 
for the fiscal year 1952. However, appropriated funds for 1952 do 
not include funds for pay increase costs of Public Law 201. These 
costs, together with annual leave and other minor adjustments to our 
1953 base amount to $2,690,565 so that the net increase in funds re- 
quested in 1953 over the base is only $1,609,435 

The increase in funds requested is for two items: First, $1,534,435 
for personnel services and, second, $75,000 for transportation of ex- 
unination cases from carrier terminals to the appraiser's stores where 
imported merchandise is examined and appraised, 

Our budget submission shows that the $1,534435 increase for per- 
sonnel services will provide us with 400 man-yvears of additional 
employment. 


, ABSORPTION OF PROMOTIONS AND LEAVE COSTS 


Sefore passing on to a discussion of the need for 400 additional 
employees, I think—in all fairness to Customs and to this committee— 
I must point out that the estimate requires the absorption of the costs 
of mandatory promotions and estimated savings due to adjustments in 
annual-leave benefits provided for in Public Law 233. 


CUSTOMS WORKLOAD 


The Customs management-improvement. program, which began in 
the fall of 1947 and which is still being vigorously pursued, has 
achieved—we think—commendable results in improving efficiency and 
reducing the cost of Customs operations. 

The average number of full-time employees on the payrolls for the 
fiscal year 1947 was 8,787. That number was decreased in 1948 to 
8.049: in 1949 to 7.929, and in 1950 to 7,839. In 1951 the force was 
increased to 7.977 but was still 810 below the 1947 level. The savings 
in salaries from reductions in force which have been made possible 
by our management-improvement operations during the past 5 years 
have amounted to almost $15,000,000, Because of the large increase in 
workload, we are now seeking additional employees. 

I have referred to unreasonable delays in the handling of inter- 
national commerce and to dangerous backlogs of work. I do not be- 
lieve we have exhausted the possibilities of further improving the 
efficiency of our operations, and we plan to handle delays and back- 
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logs in part by developing new methods and procedures as fast as we 
can do so with reasonable safety. However, the fact remains that, 
in spite of all our management improvements, we have—during the 
last year—reached a point where serious results exist now, and more 
are anticipated, if needed additional personnel is not obtained. 

Our situation is a direct result of the fact that all customs trans- 
actions have increased greatly in the past 5 years. For example, 
formal entries of merchandise, the volume of which affects practically 
every class of customs personnel, have increased in the fiscal year 1951 
72 percent over 1947, and 26.9 percent over 1950, The number of 
vessels, vehicles, and aircraft arriving from foreign countries in 195) 
shows an increase of 41.3 percent over 1947, and 14.4 percent over 
1950. Persons entering the United States from foreign countries 
reached an all-time high of 92,657,000 in 1951, a 17.4 percent increase 
over 1947, and a 6.6 percent increase over 1950. 

Less significant but interesting indications of the increase in the 
volume of customs business are the dollar value of imports, which has 
doubled in the last 5 years, and the amount in duties and taxes col- 
lected, which reached an all-time high in 1951 of over $809,000,000, 
At the same time the cost of collecting $100 was reduced to the lowest 
point in these 5 years despite the fact that the average salary of cus: 
toms employees in the same period has increased $900 per man. 

Because there have been these large increases in workload, Cus- 
toms has been unable to provide its field offices with sufficient man- 
power so that proper inspection, sampling, weighing, examination, 
and appraisement of merchandise can be made and the release of 
goods effected within a reasonable time after their arrival in the 
United States. 

The most serious backlogs are those existing in the appraisement of 
merchandise and in the liquidation of entries. The appraisement of 
merchandise under the law requires the finding of the legal value of the 
merchandise which is used as the base for determining the amount of 
duties due where an ad valorem rate is prescribed by the Tariff Act. 
The difficulties in finding values have mereased since the war for 
several reasons—first, because many new kinds of merchandise are 
being imported that require exhaustive studies and investigations to 
determine the tariff values; and secondly, because the instability ot 
foreign currencies results in the frequent and wide changes in values. 

There have been no significant changes nor are any significant 
changes possible in improving or simplifying the method of appraise 
went until a change in law is made. The customs simplification bill, 
H.R. 5505, which is now before Congress and has been passed by thie 
i fouse, will—we believe—simplify to some extent the ascertainment of 
the value of imported merchandise. 

The appraisement workload has increased steadily in the last 5 
years. In the fiscal year 1947, we had an average employment on ap) 
praisement work of 1,097, and approximately 462,000 lots of imported 
merchandise were examined at the appraisers’ stores and about 925,000 
invoices were reviewed and verified. In the fiscal year 1951 there was 
an average employment of 1,070 appraisement employees and these 
employees examined 690,000 lots at the stores and reviewed and verified 
1,487,000 invoices. The increases were 49 percent and 60.7 perceit 
respectively. At the present time there is a backlog of about 75,000) 
invoices awaiting action throughout the country. Many employee 
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have contributed many hours of overtime work without compensation 
in an endeavor to keep the appraisement work current, but in spite of 
this the backlog is growing. 

The other backlog mentioned above is unliquidated entries. These 
unliquidated entries represent importations on which the importer 
has not been advised of the final amount of his duty liability. Long 
delays mean that an importer cannot determine his profit or loss and 
ordinarily he must sell his goods long before he knows his final cus- 
toms duty assessment. We now have a backlog of about 500,000 un- 
liquidated entries. At some ports tthe current average delay in 
liquidations is over a year, as compared with the maximum of 3 or 
4 months which should be maintained. At the present rate of the 
filing of entries and the number of entries liquidated each month, the 
backlog must increase. The only way this situation can be corrected 
is by obtaining more employees for the liquidation of entries. 

Extremely difficult problems have arisen in the examination of the 
baggage of persons arriving from foreign countries. First of all, 
let me say that the law requires that Customs make an examination 
of the baggage and effects of all persons arriving in the United States. 
This is extremely important from a law-enforcement viewpoint, al- 
though the amount of duty and taxes collected does not begin to pay 
for the cost of this examination, nevertheless, the number of persons 
entering the United States in 1951 reached the staggering total of 
over 92,000,000. 

At the port of New York, we have had as many as 12,000 passengers 
arrive by sea and air on a single day in the past year. Every avail- 
able man was commandeered for the baggage examination work. A|- 
most all inspectors assigned to baggage examination at seaports 
have full-time jobs handling cargo which must be slighted when 
passenger vessels are arriving. We, of course, cannot completely ig- 
nore cargo work for the benefit of the passengers, and, since we do 
not have enough inspectors to cover both jobs effectively, we get com- 
plaints from passengers held in Customs too long, and we get com- 
plaints from steamship companies and importers for failure to re- 
lease imported cargo. The only way this situation can be brought 
into reasonable balance is to supply additional manpower. Last, 
and by no means least, we are seriously concerned because the job 
of passing on the admissibility of merchandise is not being performed 
as it should be. By this I mean that we should take steps as soon as 
possible to strengthen precautions against the smuggling of narcotics 
and other contraband, and to improve the accuracy of our job of 
collecting revenue. 


ADDITIONAL PERSONNEL FOR WASHINGTON OFFICE 


I wish now to direct attention to the request for additional em- 
ployees for the Washington office. The question has been raised several 
times as to whether or not all the present employees are needed in 
Washington and what they are needed for. We feel that the Wash- 
ington office is not overmanned, but that additional employees are 
needed mainly because increases in workload in our field offices 
directly affect the volume of work to be done in the Bureau, and in 
order that our management-improvement program can continue to be 
vigorously pursued. 
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First of all, I would like to point out that the 227 employees re 
quested for the fiscal vear 1953 represent less than 3 percent of our 
total staff. Also, [am sure inquiry will disclose that Customs is one 
of the most thoroughly decentralized agencies in the Government. 

The Washington office of the Bureau of Customs directs, unifies, and 
controls the functioning of the Customs Service throughout the 46 
customs-collection districts; 7 comptroller districts; 14 customs-agency 
districts: 34 offices of the appraisers of merchandise; 9 customs labora- 
tories: the customs information exchange at New York; and the sur- 
veyor of customs at New York. 

The functions supervised are those enumerated throughout the vari- 
ous detailed sections of our justification. In general, the Washington 
office provides its field offices with (a) policy guidance and direction: 
(4) advice and decisions, both legal and administrative, with respect 
to the technical aspects of customs administration; (¢) control and 
direction in the fields of budget, management, personnel, fiscal, and 
administrative services operations: and (d@) coordination, representa- 
tion, and contact with the headquarters offices of other Government 
agencies and bureaus. If the committee wishes, we will be glad to go 
into detail of the functions and responsibilities of the various divisions. 

However, I would like to illustrate now an example of Bureau func- 
tions of the technical divisions of the Washington office. Article 1, 
section 8, of the Constitution of the United States provides in part— 

The Congress shall have power to lay and collect taxes, duties, imposts, and 
excises, * * * but all duties, imposts, and excises shall be uniform throughout 
the United States. 

Congress has expressly directed that the differences as to the true 
construction or meaning of the customs laws shall be settled at head 
quarters (sec, 502, Tariff Act of 1930). 

This is to insure the necessary uniformity of action throughout the 
Custom Service in assessing duties and otherwise enforcing the 
customs laws, 

The Bureau makes decisions on questions presented by the customs 
field service or the public involving the classification or value of im 
ported merchandise. The Bureau interprets and administers the en 
forcement provisions of the Tariff Act. the marine laws, foreign-trade 
zone law, and other customs laws. [t drafts reports to the appropriate 
committees of Congress on customs legislation and has a direct re 
sponsibility for preserving, through correspondence and personal con- 
tact. sound pubhe relations with the importing public, domestic manu- 
facturers, trade representatives, steamship companies, airlines, rail- 
roads, and representaives of foreign governments. 

In addition, T cannot overemphasize the importance of the technical 
assistance which the Bureau gives to other Government agencies, con- 
gressional sta‘fs, and various interdepartmental committees whose 
activities relate to problems involving international commerce and the 
national defense. T should like to point out the important role which 
this Washington staff plays in making improvements in methods, pro 
cedures, and regulations which have Nation-wide impact on customs 
operations. T have mentioned above the management-improvement 
program which Customs has undertaken and which has produced re- 
sults to the extent that we estimate that in the fiseal vear 1953 we can 
handle workload which in important segments will exceed by 75 
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percent the volume handled in 1947 by a substantially greater number 
of employees. 

These improvements have not come about by accident. It has been 
necessary—and will continue to be necessary—to aggressively explore 
every opportunity for increased efficiency throughout the entire cus- 
toms organization. Leadership, stimulation, ouid ance, and, above all, 
an adequ: ite staff to work out necessary improvements must be sup- 
plied in the headquarters office. Even now, we have several important 
nie wement Improvement items which have had to be deferred for 
study at a later date because our staff is not sufficient to permit their 
concurrent study with the carrying on of day-to-day operations. The 
functions performed in the Bureau must be preserved and sufficient 
personnel provided to carry them out if the proper management, 
reasonable uniformity of action, and proper control throughout the 
Service are to be maintained. 

This completes my opening statement—but may IT again repeat— 
that this whole justification, which includes funds for 400 additional 
positions, requests only sufficient funds to permit the administration of 
the laws of the United States in a reasonable and effectual way from 
ihe standpoint of both the Government and the general public. 

Mr. Gary. Mr. Strubinger, 1 want to say that is a very excellent 
statement, and one that we are very glad to ‘have with respect to Cus- 
toms. It is the first opening statement reviewing the entire operations 
of this Bureau that we have had for several years. [think it will be 
helpful to the committee and to the Congress to have before them the 
information that you have presented, 

Tam sure the committee is very sorry to hear of the indisposition of 
Mr. Dow, but you can say to him that the needs of the department 
were very clearly presented by you in his absence. 

Mr. Srrupincer. Thank vou, sir. 


COST OF PAY INCREASES 


Mr. Gary. What is your estimate of the cost for the fise nal year 1953 
of the pay increase under the law that was passed by the Congress last 
vear ¢ 

Mr. STRUBINGER. $3.587.835 is the total-cost for the existing person- 
nel plus the additional positions. 

Mr. Crary. What is the cost for existing personnel 

Mr. Srrupincer. I do not think we have it broken down that way. 
We have figures on the total cost of Public Law 201; may T furnish 
that information for the record, Mr. Chairman? I do not have it 
with me. 

Mr. Gary. Yes, insert it in the record; also, what portion of that 
cost, if any, you intend to absorb, 

(The matter referred to follows :) 

The total 1953 pay increase costs for existing positions is $8,242,000, All new 
positions are requested at new rates of pay. 


Mr. Srrupincer. The estimate would not contemplate an absorption 
of any of that cost. 

I have been reminded that we do have reductions from the base 
amounting to $554,335. Those reductions are for four different rea- 
sons. One is the anticipated savings due to the reduction in annual 
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leave amounting to $516,200. Two, reduction in personnel to meet 
stafling standards for the common services, $31,160. Three, reduction 
in cost of overtime made possible by pay increases authorized by Public 
Law 201, $2,900. And four, reduction of one information-editorial 
specialist pursuant to the Byrd amendment in Public Law 111, $4,075. 


NUMBER OF NEW POSITIONS 


Mr. Gary. How many new positions are you requesting for the fiscal 
year 1953 ¢ 


Mr. Srruprncer. 400. 

Mr. Gary. Have you a tabular breakdown of those 400 positions to 
show where they will be used ? 

Mr. Srrupincer. Yes, sir; I have here a statement that has been 
itemized by grades and by activities. 

Mr. Gary. We shall insert that in the record at this point. 

(The matter referred to follows :) 
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NEW POSITIONS SINCE 





1951 SUPPLEMENTAL 





Mr. Gary. How many new positions have been authorized recent], 
for your Bureau / 
Mr. Srrupincer. There have been none authorized since the ap 


propriation for 1952 went into effect. As T mentioned, we had some 


slight increase in 1952 which came about by reason of the fact that 


our appropria ion for 1952 provided for additional positions over 


i951. Those positions have already been on the payroll for T should 

say 5 or 6 months. 

Mr. Gary. We did authorize some increases in 19514 

Mr. Srrupincer. For 1952 and you also did in 1951, in the supple 
mental, 

Mr. Gary. How many new positions were authorized in the supple 
mental appropriation for 19514 

Mr. Srrupincer. | believe there were 202. 

Mr. Gary. When you came before this committee with your 185 
request, it was disclosed in those hearings that none of those positions 
had been filled at that time. 

Mr. Srrupincer. That is correct. 

Mr. Gary. How many of those positions have now been filled? 

Mr. Srrupincer. I think we realized about 108 positions out of 207 
or 202. The reason for that was that the annual-leave bill was passed 
under which we were required to absorb anticipated savings due to 
annual leave. Our supplemental that is now pending was reduced 
$255,000, as T remember, due to anticipated savings resulting from 
annual leave. Actually we will not realize anything like that from 
annual-leave savings so that I think the realization was about 100-0dd 
positions. IT believe also, Mr. Chairman, if I remember correctly. 
when we were considering 1952, the full allowance for those 202 posi 
tions was not carried into 1952. 

Mr. Gary. That is what T wanted to ask you. How many new po 
sitions were allowed under the 1952 appropriation / 

Mr. Srrupincer. I do not have that information with me, sir: Tam 
SOrTY. 

Mr. Gary. Can you furnish it / 

Mr. Srrupincer. Surely. 

(The matter referred to follows:) 

Under the 1952 appropriation of $37,500,000, Customs expected to secure 105 
more average position at old rates of pay than were available in 1951. The 
application of leave savings estimated to be realized during the Jast half of 
fiscal vear 1952 has had the effect of reducing these additional average positions 
from 103 to 27. 

PRESENT EMPLOYMENT 


Mr. Gary. How many persons do you have employed at the presen! 
time over and above the number that were employed in 1951 / 

Mr. Srrupincer. We would have to take a starting date. If we 
take June 30, 1950, and compare it with December 31, 1951, we have a 
difference of only 38 employees. 

Mr, Gary. Then you have not employed the full number that ha- 
been authorized by the 1952 legislation / 

Mr. Srrupincer. To put it ina different way, may I sav this, that 
the funds that we received in 1952 were not sufficient to employ the 
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number of persons we estimated could be employed with that amount 
of money and I think it was due to several reasons. The annual leave 
adjustment is one of them. There were some necessary reallocations 
in grade due to our trainee-journeyman program of promotion after 
au man has served 1, 2, or 3 years in a grade, to a higher position. 
Those are necessary because the Civil Service Commission has set up 
standards providing that after a man has served satisfactor ily 1, 2, or 
3 years in a partic ular job, he is entitled to a higher grade and I think 
those items account for the difference in the number employed. 

Mr. Gary. Does that apply to all employees 

Mr. Srrupincer. No, sir. It only applies to about a half a dozen 
croups: the inspectors who automatically go from grade 6 to grade 7 
at the expiration of a year; it applies to examiners who go from grade 
9 to 11 after 3 vears and from 11 to 12 after 5 years. It applies to 
liquidaters who go from 9 to 11 after 2 years. 

Mr. Gary. It provides for just one re it is not continuous 4 

Mr. StrupinGer. That is correct, 


VACANCIES 


Mr. Gary. Do you have any vacancies at the present time that you 
have not filled 4 

Mr. Srrupincer. We have vacancies we have not filled, but we have 
not funds to fill them, so our answer is “No, we do not.” 


RECRUITMENT 


Mr. Gary. Do you have any difficulty recruiting men now 4 

Mr. Strupincer. We are still experiencing difficulty in recruiting 
laborers. 

Mr. Gary. You do not have any difficulty in recruiting inspectors / 

Mr. Srrupincer. No, sir; none whatsoever. 


ADDITIONAL POSITIONS FOR COLLE( ‘TERS’ OFFICES 


Mr. Gary. How many of the additional employees that you are 
requesting are for the collectors’ oflices 

Mr. Srruprncer. 302. May Ladd something to that, Mr. Chairman ? 

Mr. Gary. Yes. 

Mr. Strupincer. On page 122 of the justifications there is a schedule 
which shows the distribution of those 302 positions by district and by 
category; that is, by type of position. You can see that they are very 
well spread; practically every district is represented in that table. 

Mr. Gary. We shall insert in the record at this point the table on 
page 122 of the justifications. 

(The matter referred to follows :) 
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WORKLOAD OF LIQUIDATING DIVISION 


Mr. Gary. Mr. Strubinger, how much has the workload increased 
in the Liquidating Division since last year? 

Mr. Srruprncer. It would be the volume of entries, sir: the dif- 
ference between the number of entries filed in 1950 as compared 
with 1951. You had a 26.9 percent increase in formal entries filed 
in the fiscal year 1951 as compared with 1950. Actually that repre- 
sents the increase in workload for the liquidators. 

Mr. Gary. How much has the backlog increased / 

Mr. Strrupincer. From July 1, 1950, to July 1. 1951. it increased 
from 428,000 to 587,000, 

Mr. Gary. Give us a brief statement of just how this operates and 
why you have this backlog in the Liquidating Division. 

Mr. Srrupincer. Liquidating work involves the final settlement of 
accounts between importer and Government, taking into considera- 
tion the numerous possible adjustments in duty and tax payable which 
miaty have become necessary as a result of inspection, appraisement, 
warehousing, chemical analysis, weighing, gaging, measuring, loss 
or damage to the merchandise, and similar matters. That is a sort 
of a preamble, but what actually happens is this. 

An importer files his entry with as good information as he has with 
respect to Classification, value and quantity. I think our statistics 
show that in about 63 percent of all the entries filed there has to be 
some change made either up or down. In other words, the estimated 
quantities are wrong, the values are wrong, the classification is incor- 
rect, and there are many other things with respect to shortages, dam- 
ages and things of that kind that oceur. So that when the invoice 
finally gets to “the Liquidating Division, which is the place as [ have 
mentioned where they compute the final settlement of duties, they have 
to make these adjustments to determine the actual amount of duty due 
ona particular shipment. That work is exacting. There is need for 
being exact. [tis primarily a question of mathematics, with the excep- 
tion of classification. There is no short way of computing or finding 
out, except those that we are following, using modern business ma- 
chines, of determining the amount of duty due. This means an appli- 
cation of work to the invoice, to come up with the proper amount 
of duties. And where we have had a large increase in the number of 
entries we naturally have more work than a given number of men 
can perform. 

Mr. Gary. And they are now some 500,000 behind ¢ 

Mr. Srrupincer. Yes, sir. 

Mr. Gary. How far behind is that as to time / 

Mr. Srrupincer. It varies in ports. At some ports the backlog is 
more than a year; at others it runs from 6 months up. Some places 
ave fairly current—5 months. 

Mr. Witson. May I ask a question at that point, Mr. Chairman? 

Mr. Gary. Yes. 

Mr. Wintson. That does not cause a delay in the delivery of the mer- 
chandise? You do not hold up the merchandise? That is in the ap- 
praisal of the merchandise itself, is that correct ¢ 

Mr. Srrupincer. That is correct; the liquidation backlogs do not 
delay the delivery of the merchandise. 


93930—52--——11 
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Mr. Gary. It is in the settlement of the accounts. 

Mr. Srrusincer. Yes, sir. 

Mr. Gary. Does the delay affect the settlement of those accounts / 
In other words, is it more difficult to effect settlement, the older the 
account, becomes ? 

Mr. Srrupincer. In most cases I would say “No.” 

Mr. Gary. How does this backlog affect the importers 

Mr. Srrupincer. Frankly, they “do not like it: they do not know 
what the merchandise costs them. 

Mr. Gary. Therefore it makes it impossible for them to add the 
proper import costs to the merchandise when they sell the merchandise. 

Mr. Srrupincer. It makes it very difficult for them to do so—well, 
T will put it this way: they have a very good idea as to what it is, bu! 
it is not accurate. 

Mr. Gary. And it makes it impossible to add the exact cost at tly 
time the merchandise is disposed of. 

Mr. Srrupincer. That is correct. 


TEMPORARY NEED OF ADDITIONAL EMPLOYEES TO REDUCE BACKLOG 


Mr. Gary. How many additional men are you requesting for that 
work ¢ 

Mr. Srrupincer. We are asking for 50 additional men, and in that 
connection I would like to say 

Mr. Gary. Do they appear in the list of 302? 

Mr. Srruprncer. Yes: they do. I would like to state something in 
this connection. When the backlog is reduced to what we think is 2 
reasonable-amount, which is from 3 to 4 months, then that number 
of men, unless the volume of entries continues to increase, will not be 
needed. In this 50 we have a cushion to take care of the estimated 
backlog, and when that backlog is eliminated, we will reduce personne!. 
We can very easily accomplish the purpose by absorbing the reduction 
through not filling vacancies as they occur when the backlog is reduced. 

Mr. Gary. How many have you included as a cushion ¢ 

Mr. Srrupincer. Actually what has been done is this: The 50 in 
cludes current needs and is based on the number of entries that are 
in the backlog, plus the number of entries filed in 1951. 

I am unable to say what the cushion is, but we anticipate with the 
continuing filing of entries at the same rate as 1951, we would eliminate 
the backlog in about 21/ » or 3 years, and at the end of 2% or 3 years 
we should be able to accomplish the reduction in force. 





WORKLOAD DATA 


Mr. Gary. On page 134 of the justifications you have a statemen! 
in tabular form of the workload, which I think it will be well to 
insert in the record at this point. 


3 3° ce 
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(The statement referred to follows :) 


Significant workload data 





1949 1950 1951 1952 1953 





Formal entries: | | 
Free BEI ee TEE FO ae BEEN 246, 327 251, 446 274, 836 288, 500 303, 000 
bo eerie tin = 365, 149 423, 395 574, 442 604, 000 | 634, 000 
We is eshte ceeds ccs coal 49, 251 59, 919 83, 342 87, 500 92, 000 
Total formal entries_ . - - Sacateend 660, 727 734, 760 | 932, 620 980, 000 1, 029, 000 
Percent change from prior year. Pacey 13.6 11.2 26.9 5.0 5.0 
informal entries: | 
Baggage. - - TP ae ae eee —" 1,475,090 | 1, 527, 666 1,739, 781 | 1, 760,000 1, 780, 000 
allan ai aE Felt rien a. Yode | 635, 601 619, 300 | 558, 339 | 565, 000 | 570, 000 
Oe awaken dane — 536, 161 535, 221 399, 402 400, 000 400, 000 
Total informal entries............-..| 2, 646, 852 2, 682, 187 | 2,697,522 | 2,725,000 2, 750, 000 
Percent change from prior year_ - —0.6 i e 0.6 1.0 1.0 
In-bond entries: | | | 
Immediate transportation a | , 138, 261 144, 067 | 166, 874 175, 200 184, 000 
‘Transportation and exportation _____. 117, 061 116, 514 158, 345 166, 300 | 175, 000 
Total in-bond entries. ..._..._-_- $4 255, 322 260, 581 | 325, 219 341, 500 359, 000 
Percent change from prior year. ‘ —0.6 23 24.8 5.0 5.0 
Export transactions: | 1 | 
Notices of exportation ' 209, 870 188, 674 192, 875 193, 000 | 193, 000 
Draw beck entries- - - - 2 “s 13, 913 13, 481 11, 936 12, 000 | 13, 000 
Export declarations. - ; =i 6,145, 607 | 5,698,743 | 6, 283,657 6,285,000 | 6, 285, 000 
Total export transactions............| 6, 369, 370 5, 900,898 | 6,488,468 6, 490, 000 6, 491, 000 
Percent change from prior year-___.__- - - 15 —7.4 | 10.0 | 3 : 
Carriers of persons or merchandise arriv ing | | | | 
from foreign countries. se tai het | 20, 892, 220 | 22,415,050 | 25, 637, 486 | 26,900,000 | 28, 200, 000 
Percent change from prior year_- as: 6.7 7.3 | 14.4 5.0 5. O 
Persons arriving from foreign countries....| 83, 702, 906 | 86, 956, 17 4 | 92,657,923 | 97,300,000 | 102, 100, 000 
Percent change from prior year_--_- a 2.1 3.9 6.6 5.0 5.0 
Documentation transactions: 
Documents issued (registers, enroll- 
ments, and licenses) -- LL SERN 13, 285 | 12, 558 13, 417 13, 500 13, 500 
Licenses renewed 22, 837 | 23, 102 } 24, 541 25, 000 | 25, 000 
Mortgages, bills of sale, and abstracts | 
of title recorded aS Sanne 10, 332 9, 540 10, 430 10, 500 10, 500 
Abstracts of title issued eee 2, 948 2, 234 2,417 2 500 2, 500 
Navigation fines imposed _-____-._-- 2, 903 2, 549 2, 521 2, 500 2, 500 
Potal documentation transactions. - 52, 305 49, 983 53, 326 54, 000 54. 000 
Percent change from prior year : —7.4 —4.4 6.7 1.3 : 


ADDITIONAL INSPECTORS NEEDED 


Mr. Gary. How many positions are you requesting for the “outside 
force”? 

Mr. Srrupincer. Eighty-nine. 

Mr, Gary. Those are inspectors ¢ 

Mr. Srrusrncer. They are the inspection force, yes. 

Mr. Gary. What is the need for that increase / 

Mr. Srruprneer. There are really two or three needs for that. As 
one, shall we say, is the increase in the number of travelers from 
abroad, which has created a lot of bad problems. Second, cargo also 
needs additional inspectors: and third, we have a number of requests, 
possibly in the neighborhood of 15 or more which we receive annually, 
coming from chambers of commerce and from civic organizations, and 
iso some from Members of Congress, to reopen, reestablish, and to 

nethen the hours of ports of entry. In other words, there are quite a 

unber of ports of entry along the Mexican and Canadian borders 








where the services are limited. There are a number of places where we 
only permit crossing of the international boundary 8 hours a day. And 
there are places, where, in the light of personnel shortage, we have 
closed ports of entry. And there has not been a single port closed 
that we have not received many complaints about it. We would 
probably use in the neighborhood of 15 or 20 employees to reopen 
a few ports, and lengthen the hours of service at others. 

Mr. Gary. Have your duties in that respect been increased to any 
extent by the present international situation 4 

Mr. Strupincer. I would not say so. We do get many requests 
how to not permit the exit of certain persons, and we also get re 
quests from the Federal Bureau of Investigation to be on the lookout 
for persons leaving the United States. 

Mr. Gary. Does the customs force work with the Coast Guard ¢ 

Mr. SrrupinGeR. Yes: we do. 

Mr. Gary. Has that increased any demand on you? 

Mr. Srrunincer. The problem there is one of uational defense. 

Mr. Gary. That is the result of the international situation ¢ 

Mr. Srrupincer. That is right. 

Mr. Gary. You would not have occasion to perform those services 
except for the present internatjonal situation / 

Mr. Srrupincer. That is correct. Mr. Emerick, who is here with 
us today, has a little statement on that particular angle of it, and 
you will hear from him concerning our cooperation and our part in 
protecting American military installations, harbor facilities, and 
things of that kind from unconventional methods of attack. We have 
heen asked by the Coast Guard to make any necessary inspections of 
persons, cargo, or vessels in order to stop that sort of attack. Would 
vou like to have a statement from him now 4 

Mr. Emerick. Mr. Chairman, would you rather have my statement 
later, as it covers narcotics and smuggling generally, as well ¢ 

Mr. Gary. [ think we might wait until we get to the point where 
you want to take that up. 

Mr. Srrupincer. That is entirely up to you. 


ENTRIES ACROSS MEXICAN AND CANADIAN BORDERS 


Mr. Gary. How many of the 92 million entries into the United 
States came in from across the Mexican and Canadian borders 

Mr. Srrupincer. Quite a substantial portion. T will have to supply 
that information for the record, as I do not have a breakdown with 
me. 

Mr. Gary. You can give us that information for the record, 

Mr. Srrunincer. I will be glad to do so. 

Mr. Gary. And the balance would come from abroad ¢ 

Mr. Srrvsincer. Come from what we call noncontiguous territory, 
You want figures separately for contiguous territory and for non- 
contiguous territory ? 

Mr. Gary. Yes. 
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Persons arriving in the United States at Canadian and Mexican border ports, 
fiscal year 1951 


CANADIAN BORDER PORTS MEXICAN BORDER PORTS 
Headquarters port : Number persons | He; 1dquarters port: Number persons 
Portland, Maine_______ 5, 705, 437 Laredo, Tex____-_---_~ 15, 396, 242 
Albans, Vt___-_---— 2, 572, 006 El Paso, Tex_._.__-- _ 16, 796, S64 
Ozdensburg, N. Y--~-— 8, 605, 678 San Diego, Calif. --—- 12, 941, 849 
Buffalo, N. Y_-.------. 9, 976, 038 Nogales, Ariz__-___--_ 7,342, 068 
Seattle, Wash__ _.._ 2,956, 218 
Great Fails, Mont __- 664, 213 
Pembina, N. Dak__- 1, 138, 587 
Duluth, Minn ~~~ ___ 961, 157 
Detroit, Mich _-____ 10, 681, 345 
Cleveland, Ohio. —_ 11, 598 
pio os es eg Oe Eanes are inn ey et Ooo 





Total contiguous, 90,749,290. 


''Phese figures do not include persons arriving via aircraft. 
DISTRIBUTION OF ADDITIONAL POSITIONS REQUESTED 


Mr. Gary. On page 139 of the justifications you have a tabulation of 
the proposed distribution of gross additional average positions re- 
quested for the appraisers of merchandise. We will msert that tabu- 
lation in the record at this point. 

(The matter referred to follows :) 


Proposed distribution of gross additional aidtts positions requested 


Examiners, Examining | Verifiers, | Clerks, haere, 
District GS-9, tes | @s3, | Gs, CPC Total 
$5,060 $4.5 4205 | $2,950 $3,175 $2,552 

St. Albans, Vt 1 1 2 
Boston, Mass 3 2 1 6 
Ogdensburg, N. Y 1 1 2 
Rochester, N. Y AA 1 
Buffalo, N. Y 1 1 | 2 
New York, N. Y 9 8 13 30 
Philadelphia, Pa 1 1 | l 3 
Baltimore, Ma 1 1 
Miama, Fla 1 1 2 
Houston, Tex 1 2 1 4 
E] Paso, Tex 1 1 
Los Angeles, Calif 1 | 1 1 3 
San Francisco, Calif 1 1 = 
Seattle, Wash 1 1 2 
Milwaukee, Wis 1 : 
Detroit, Mich | 1 1 2 
Chicago, Il 1 2 2 5 
Cleveland, Ohio 1 1 

Total 8 | 28 19 13 | 2 70 


All of the requested staff inereases stem directly from the workload increases 
discussed above. 


Mr. Gary. It appears from that table that you are asking for 70 
additional positions for that purpose. Will you explain the need 
for these 70 additional employees ? 

Mr. Strustncer. The explanation was partly covered in my general 
statement. However, in more detail I might say this: The appraisers 
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of merchandise have two important functions to perform: first, de 
termining the legal value of merchandise which is used as the base 
for determining the amount of duties due on ad-valorem rate mer- 
chandise, and second, to advisory classify the merchandise, and repor' 
that classification to the collector who is the classification officer. 

These functions are extremely important, because the examiner is 
the only person who actually sees and identifies the merchandise suc!) 
as the materials out of which it is made, its component parts, it- 
unit value, and various things of that sort, affecting the liquidation 
of the entries. 


DELAY IN RELEASE OF IMPORTED MERCHANDISE 


In the past vear the appraisers’ offices have run into difficulty in two 
or three different ways. In the first place there has not been the ex 
amination and release of the examined packages as rapidly as the 
importers would like to have them. Normally we feel that when ai 
importation of merchandise arrives in the United States and a pack 
age is selected to go to the appraiser, the importer should have « 
right to expect that package would reach him in 10 days. There 
have been delays up to 30 days in the release of packages, due to the 
fact that there has not been sufficient personnel to make the necessary 
appraisement and verification, packaging and repackaging, and mak 
ing the necessary determination of value to release the packages. And, 
of course, unless the appraiser can determine the value, he should not 
release the merchandise until he is satisfied, until the importer has 
furnished all the information in his possession with respect to value, 
because there is always the possibility that there is an element of fraud 
involved. And while we do have the importer’s bond to insure collec 
tion, we must be satisfied that any examiner has all the information 
before him prior to releasing the package. 

The second difficulty we run into is that because of the volume of 
packages we try to get out in the least possible time, we are unable to 
make the necessary returns on the invoices, and by that I mean to in- 
dicate on the invoice the value and the classification. 

At the present time there are something like 35,000 invoices in the 
appraisers’ store in New York that the examiner has not made a returi 
on as yet. In addition to that, the appraisers’ store in New York 
controls the value and classification findings for the entire United 
States. We have set up a system of exchange of information whereby 
‘ach port, other than New York, sends to New York a record of the 
value and classification on each new import once every 3 months 
on old imports. This is necessary for several reasons. In the first 
place, values are changing very rapidly, and we must value merchan 
dise the same, regardless of where it comes into the United States. We 
could not have one value in New York of a dollar a unit and at San 
Francisco of 75 cents, and somewhere else at $1.25. In other words. 
we do not want people searching around to find the most favorable port 
to bring merchandise into the United States. 

I think these three things are those that present our biggest pro! 
lems and, if I may say so, they are caused by the iack of manpower. 
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WORKLOAD INCREASE 


Mr. Gary. To what extent has that workload increased ? 

Mr. Srrusincer. The number of packages examined and appraised, 
at the appraisers’ store, in 1951, were 688,583, as compared with 529,- 
169 in 1950; the number of invoices handled and reviewed in 1951 
were 1,486,810, as compared with 1,190,982 in 1950, 


BACKLOG OF APPRAISAL WORK 


Mr. Gary. What is the backlog on that work at the present time? 

Mr. Srrusincer. The latest backlog figures I have are for Septem- 
ber 30, 1950, at which time we had a backlog of 82,780 invoices. 

May I make one further remark in connection with this backlog; 
this is even more serious than indicated at first glance, because in this 
instance the importer very often has no idea at all as to what the value 
will be, or what his duty will be. 

Mr. Gary. This is the initial determination, which is subject to 
review later on; the liquidation is the review—— 

Mr. Srrupincer. The liquidation is a review only of the classi- 
fication; the valuation determination is made by the appraiser alone, 
and is not subject to review other than by the customs court. 

Mr. Gary. But the value, that is, the customs they pay on that 
value may be changed by subsequent liquidation ? 

Mr. Struprnaer. The rate may be changed. 


SUPERVISION OF APPRAISERS 


Mr. Gary. Do the appraisers work under the collector ? 

Mr. Srrupincer. No, 

Mr. Gary. Who do they work under? 

Mr. Struprncer. They are separate organizations, Mr. Chairman. 
However, they do work under the collector where we do not have a 
full-time appraiser employee. 

Mr. Gary. To whom do they report? 

Mr. Srruprncer. They report directly to the Deputy Commis- 
sioner in charge of Appraisement Administration. 


M KINSEY REPORT RECOMMENDATIONS 


Mr. Gary. Did not the McKinsey report recommend they be put 
under the collector ? 

Mr. Srruprincer. It did. 

Mr. Gary. Why has it not been done? 

Mr. Srruprncer. The McKinsey report recommended a new type 
of organization for the customs service, which contemplated setting 
up of regions. The recommendation was for 9 or 11 regions. They 
recommended that there be three assistant collectors in each collector’s 
office, and that one of these assistant collectors be in charge of ap- 
praisement, classification, and merchandise and baggage inspection. 

It also recommended that these regions be furnished with technical 
and legal assistance in order to provide a staff which could advise the 
regional collector on all legal and technical phases of customs work. 

This recommendation contemplated a reduction in the Bureau staff. 
In other words, with the placing of the legal and technical assistants 


10" 
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in the regional offices, McKinsey felt that this work would not have 
to be done any more in the Bureau, but could be done at the regiona| 
level. 

We have made—the Steering Committee has made a thorough and 
exhaustive study of the regional set-up, and the regional set-up has 
been rejected. We did not believe that the establishment of regional 
offices would result in any significant advantages through field par- 
ticipation in formulating and deciding technical and legal problems. 
We did feel strongly that such advantages as McKinsey contemplated 
would not be worth the probable extra costs and that every possible 
advantage would be far outbalanced by the certain lack of uniformity 
that would result. In fact, we believed that if the regional offices 
were created, they would of themselves be justifications for maintain- 
ing a headquarters staff to coordinate them that would be practically 
as large as our present staff. 

Mr. Gary. You said that was a determination by whom? 

Mr. Strrupincer. By the Steering Committee, which was set up 
by the Secretary of the Treasury to make an analysis of and to im- 
plement the McKinsey report. 


PERSON NEL OF THE STEERING COMMITTEE 


Mr. Gary. And who was on that Steering Committee ? 

Mr. Srrvprncer. The personnel of the Steering Committee has 
changed from time to time, but I will be glad to supply you with the 
names. 

(The matter referred to follows:) 


STEERING COMMITTEE MEMBERSHIP FOR EVALUATION OF McKINSEY & COMPANY 
MANAGEMENT SURVEY OF THE BUREAU OF CUSTOMS 


ORIGINAL COMMITTER, JANUARY 27, 1948 


Chairman: A. L, M. Wiggins, Under Alternate Chairman: John S. Graham, 
Secretary of the Treasury Assistant Secretary of the Treasury ' 


Members : 

W. W. Parsons, Administrative As- 
sistant to the Secretary 

Norman Tietjens, Assistant Gen- 
eral Counsel 

Robert Maxwell, Commissioner, 
Bureau of Accounts 

Frank Dow, Acting Commissioner 
of Customs 

David B. Strubinger, Budget Of- 
ficer, Customs 


F. B. Laughlin, Assistant Collector 
of Customs, New York 


Samuel J. Montgomery, Assistant 
Appraiser, Customs, New York 
Eugene Kennedy, Assistant Collec- 
tor of Customs, Baltimore 
Charles Sheffler, Assistant Collec- 
tor of Customs, Detroit 
Secretary: W. H. Ziehl, Organization 
and Methods Examiner, Officer of the 
Secretary 


Alternate members: 


W. L. Johnson, Treasury Budget 
Officer 

Robert Chambers, Chief Counsel, 
Customs 

Gilbert Cake, Assistant Commis 
sioner, Bureau of Accounts 

W. E. Higman, Assistant Deputy 
Commissioner of Customs 

KE. J. Shamhart, Deputy Commis 
sioner in charge of Investigations 
and Patrol, Customs 

Thomas Farrelly, Deputy Collector 
in Charge, Collector’s — Office. 
Money's and Accounts Division, 
New York 


Mr. Graham was assistant to the Under Secretary, and Assistant Secretary of the 
Treasury, respectively. 
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COMMITTEE AS RECONSTITUTED, DECEMBER &, 1948 


Chairman: Frank Dow, Acting Com- Alternate Chairman: W. W. Parsons, 


missioner of Customs Administrative Assistant to the Sec- 
retary 
Members : Alternate members : 
W. W. Parsons, Administrative As- W. E. Higman, Assistant Deputy 
sistant to the Secretary Commissioner of Customs 
Frank Laughlin, Assistant Collec- W. L. Johnson, Budget Officer, 
tor of Customs, New York Treasury Department 
Philip Nichols, Jr., Assistant Gen- J. Eugene Kennedy, Assistant Col- 
eral Counsel, Treasury Depart- lector of Customs, Baltimore 
ment 
David B. Strubinger, Budget Of- Norman Tietjens, Assistant Gen- 
ficer, Bureau of Customs eral Counsel, Treasury Depart- 
ment 
Secretary: W. H. Ziehl, Organization FE. J. Shamhart, Deputy Comimis- 
and Methods Examiner, Office of the sioner in Charge of Investiga- 
Secretary tion, Customs 


Mr. Gary. Hlow do you reconcile the fact that the Customs Bureau 
is turning down the regional set-up as recommended by the McKinsey 
report, while the Bureau of Internal Revenue, also in the Treasury 
Department, is recommending a reorganization based on the regional 
set-up ¢ 

Mr. Srrupincer. Well, I do not know the thinking behind the need 
for the regional set-up in the Internal Revenue Bureau, but T can tell 
you that we based our determinations primarily on the cost of opera- 
tions, What we thought it would accomplish and its service angle to 
the public. 

Mr. Gary. We started out with the question of putting the ap- 
praisers under the collector, and you went into the discussion of the 
regional set-up. What effect would that have on placing the ap- 
praisers under the collector as recommended by the McKinsey 
committee ¢ 

Mr. Srruprncer. I only gave that as background material. Now, 
actually what has happened on the appraiser-collector problem is 
this: that this matter has been under continuous consideration for 
the last vear and a half. Very recently we have established a test 
in Norfolk, Va., where this very thing is being done, and we are 
watching results there. 

The reason I gave the background material is because what we are 
doing in this particular instance is not pursuant to the McKinsey 
report recommendation. We are simply making an immediate appli- 
cation of the appraiser under the collector without the regional set-up. 
In other words, the collector in Norfolk, Va., under the plan we are 
now testing, is the immediate supervising officer of the appraiser 
of merchandise. 


VOLUME BACKLOG IN INVOICES AND LIQUIDATIONS 


Mr. Gary. Have you a statement summarizing the backlog situa- 
tion with respect to the collector and appraisers at each of the ports‘ 

Mr. Srrupincer. Yes, I have. You are talking about the volume 
backlog in invoices and liquidations. 

Mr. Gary. Yes. 

Mr. Srruprncer. Yes, I have suck a statement. IT only have a copy 
of one of the statements. Could I supply the committee with a copy ‘ 

Mr. Gary. Yes. This represents the backlog 
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Mr. Srrusincer. Yes. 

Mr. Gary. Why not furnish these comparative tables to the cou, 
mittee covering the backlog of each, and then prepare another state- 
ment for the record showing just the final figure columns, for the last 
quarter. 

Mr. Srrupincer. Yes. 

(The matter referred to follows :) 


Number of unliquidated dutiable consumption entries and warehouse and 
rewarehouse entries pending with collectors of customs 
Quarter ending Quarter ending 
Headquarters port: Sept. 30,1951 | Headquarters port—Con. Sept. 30, 1957 
Portland, Maine TOS EK] Paso, ‘Tex__---- 2, 141 
eee OS! eee 200 Galveston, Tex —- i , 798 
Boston, Mass , o41 Mobile, Ala 225) 
Providence, R. 509 New Orleans, La : , 614 
Bridgeport, Conn 995 Nogales, Ariz—_ ‘ 265 
Ogdensburg, N. Y__-—- , O56 Port Arthur, Tex__ } ; 
Rochester, N. Y 560 Laredo, Tex -__--__-__.. 8, S48 
Buffalo, N. Y ‘ 11, 779 San Francisco, Calif ——— nS) 
San Juan, P. R_----- D, TROD Los Angeles, Calif A , VOS 
St. Thomas, V. I 14 Seattle, Wash ____- 21, 934 
New York, N. Y____-----_ 271, 468 Portland, Oreg___- 4 2.533 
Philadelphia, Pa , 092 Honolulu, T. H_-_~--~~ 2,941 
Detroit, Mich 5 798 San Diego, Calif , 620 
Cleveland, Ohio __..----- , 051 Juneau, Alaska KH 
Pittsburgh, Pa____- 721 Great Falls, Mont 159 
Indianapolis, Ind SO6 Pembina, N. Dak O15 
Louisville, Ky _...._--- 193 Minneapolis, Minn___-_~~ 113 
Memphis, Tenn__ Ae 209 Duluth, Minn___.--__...- 692 
Baltimore, Md____-—- 3, OTH Milwaukee, Wis___ _._- 773 
Norfolk, Va_- races 2, 573 Chicago, TH : , don 
Wilmington, N, C_____-- 236 St. Louis, Mo 2, 243 
Charleston, S.C ’ 380 Denver, Colo __ 297 
Savannah, Ga —_ , O20 —-~- 
IR SW eet 4, 731 | Total__ 540, 382 
NotTe.—This table does not include free consumption entries pending liquids 
tion. Such free unliquidated entries are included in unliquidated formal entries 
discussed on p. 125 of the justification. 





Invoices withheld over 90 days (all categories) in the offices of 
appraisers of merchandise 

Headquarters port: Dec, 31,1951 Dec, $1, 195. 
Baltimore, Md ‘e » 9x9 | Headquarters port—Con. 
Boston, Mass_.._......-.. 6,478 New Orleans, La__-_ ~~~ 2, 651 
Bridgeport, Conn___—_- a 170 New York, N. Y_- 
Boneie, (NF. . LAT Nogales, Ariz ____ Lh 
Charleston, S. C___---_- : &2 NOrmik, V¥R.....-..-..4= dbo 
Chicago, Ill____- : 2, 684 Ogdensburg, N. Yo------- 1, OSO 
Cleveland, Ohio __—-~----~- 1, 445 Pembina, N. Dak___-_---- 41) 
Pomwrer. CWO. <i. 33 Philadelphia, Pa 3, 458 
Detroit. Buen... 4,057 Pittenuren, Pa... .-2...; 190 
toil ie ee 7 Portland, Maine_~—__- 1) 
i ty | ae 328 Portland, Oreg__-__—~____- Hal 
Great Falls, Mont _--——~- Providence, R. I JS 146 
Honolulu, T. ee eae 302 Rochester, N. Y Ww 
Houston, Tex__-_~ 2, 056 St, Albans; Vitis t.-auix HOG 
Indianapolis, Ind St. Louis, Moe___~-~--. 381 
Laredo, Tex__. 3, 185 San Diego, Calif_....-__~ 106 
Los Angeles, Calif San Francisco, Calif..-..- 2, 885 
Louisville, Ky San Juan, P. R 2112 
Memphis, Tenn__....-..._- ) Savannah, Ga 7 
MIMI, BIA kc) eee Seattle, Wash__. 
Milwaukee, Wis__-.------- 151 Wilmington, N. 
Minneapolis, Minn 161 Sea 
Mobile, Ala__-~ () Tetal____. 2.6. 32; 898 

1 Dec. 31, 1951, reports not yet received. Based on previous reports, the missing office 
represent approximately \%, of 1 percent of the total 
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BASIS FOR SELECTION OF APPRAISERS AND EXAMINERS 


Mr. Srrupincer. Mr. Chairman, could I just supplement what I 
have said concerning the collector-appraiser situation we were talking 
about ¢ 

Mr. Gary. Certainly. 

Mr. Srrupincer. One of the reasons that we have been very hesitant 
to make the change is because we have in the appraisal organization, 
us presently operating, a real career service in this respect: that the 
appointment and the selection of personnel for positions of appraisers 
and examiners throughout the United States is made on the basis of 
the best man available in the country for the job, and we think that 
this policy has resulted in increasing the efficiency of the appraisement 
organization. I think the fact that we were able to absorb as much 
work as we have in the last 5 or 6 years is a good indication of that. 
We doubt that if the appraisers are put under the collectors that we 
would have the same freedom of transfer and selection of personnel 
that we now have. 

Mr. Gary. Your collectors are not civil-service employees / 

Mr. Srrunincer. No, they are not. 

Mr. Gary. How are they appointed ¢ 

Mr. Srrupincer. They are appointed by the President and con- 
firmed by the Senate. 

Mr. Gary. The appraisers are civil-service employees ¢ 

Mr. Srrupineer. With the exception of the appraiser in New York. 

Mr. Gary. It might be advantageous to reconsider the regional pro- 
posal and do away with some of your so-called political appointees 
just as the positions of collectors of internal revenue, are to come 
under the civil-service system, under the reorganization plan recom- 
mended by the President. 

Mr. Srrupincer. I think that poimt is under consideration. 

Mr. Gary. It seems to me that some reconsideration of that kind, in 
view of the recent— 

Mr. Witson. It may be Mr. Strubinger does not want this on the 
record, 

Mr. Gary, Well, Lam suggesting that he look into it. So far as 1 
vm personally concerned [Tam not committeed absolutely as yet on 
the Internal Revenue proposal, but I think, as long as the Treasury 
Department is submitting that proposal for the Internal Revenue 
Bureau, they might consider a similar set-up for the custom service. 
The two bureaus are not too dissimilar. 

Mr. Srrupineer. That is correct. And I might say that we are 
watching with some interest exactly what will happen to the proposed 
reorganization in Internal Revenue. 

Mr. Canrietp. Mr. Chairman, I want to say that I feel pretty much 
as you do. It is my opinion, however, that should the results in the 
Bureau of Internal Reyenue follow the pattern existing in the Post 
Oflice Departinents of the United States, as the gentleman from Texas, 
Mr. Kilday, pointed out on the floor yesterday, it will be strictly a 
political patronage proposition, as everybody knows. 
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DISTRIBUTION OF AVERAGE POSITIONS 


Mr. Gary. On page 143 of the justifications you have a table show- 
ing proposed distribution of additional average positions requested for 
the investigation of violations of customs and related laws and regu- 
lations. We will insert that table in the record at this point. 

(The table referred to follows :) 


Proposed distribution of additional average positions requested 


Agents, Clerks, 
District GS-9, GS-4, Total 
$5,060 $3,175 | 


Boston 

New York 
New Orleans 
E! Paso 
Seattle 
Chicago 


Total 


Mr. Gary. It appears from the table that 11 additional employees 
are requested. Will you tell us the need for these additional em- 
ployees ? 


RESPONSIBILITIES AND OPERATIONS OF INVESTIGATIVE UNIT 


Mr. Strupincer. At this point, Mr. Chairman, I would like to ask 
Mr. Emerick to discuss the responsibilities and operations of the in- 
vestigative unit of the Bureau of Customs. 

Mr. Gary. We will be glad to hear him. 

Mr. Emertcx. The Customs Agency Service—— 

Mr. Gary. Mr. Emerick, what is your official position with the 
Bureau ¢ 

Mr. Emerick. Deputy Commissioner of Customs, in charge of Cus- 
toms Agency Service, Division of Investigation. 

Mr. Gary. Thank you. 

Mr. Emerick. The Customs Agency Service is the investigative unit 
of the Bureau of Customs. It has investigative jurisdiction in cases 
involving the smuggling of merchandise into and out of the United 
States in violation of the Tariff Act of 19380, the Narcotic Drug Im- 
port and Export Act, the Gold Reserve Act of 1934, the Neutrality 
Act, pertaining to implements of war, the Marijuana Tax Act, and the 
Export Control Act. 

In addition to smuggling investigations, customs agents also in- 
vestigate other violations of the Tariff Act, such as false invoicing, 
failure of passengers to declare merchandise, unloading of merchan- 
dise without permit, falsity or lack of manifests for arriving vessels, 
et cetera. 

These agents also conduct market value investigations for the ap- 
praisers’ use in determining the value of imported merchandise. 

Other investigations made by customs agents include violations of 
the navigation laws pertaining to the ownership, documentation, 
chartering, and trade of vessels documented under the laws of the 
United States, cases arising under the Federal Tort Claims Act, the 
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character and fitness of employees entering the customs service, and 
personnel derelictions. 

In connection with violations investigated, customs agents make 
seizures and arrests, prepare case reports to the U nited States at- 
torneys on matters requiring criminal or civil prosecution, and assist 
United States attorneys in the trial of such cases. 

During the fiseal year 1951, 730 arrests were made of persons violat- 
ing the laws enforced by Customs, and there were 469 convictions, and 
6lacquittals. The cases against 57 persons were nolle prossed, and the 
remaining are pending. There were 154 more arrests and 138 more 
convictions than during the previous fiscal year 

The Bureau of Customs is confronted at this time with four major 
smuggling problems: the problems are (1) the smuggling of uncon- 
ventional weapons for attack; (2) diamond smuggling; (3) narcotic 
smuggling; and (4) the smuggling of gold from the United States. 

Mr. Fernanpez. From the United States or into the United States / 

Mr. Emerick. Both ways. They are both covered by the proclama- 
tion and section 452, title 22, United States Code. 

Mr. Fernanpez. Do you tind more smuggling through exports than 
imports 4 

Mr. Emerick. Oh, yes. That was especially true up to about 2 years 
avo, When there was a large surplus of war planes available that had 
been declared surplus and were sold and were exported to countries, 
especially down in the West Indies and some others. 

Mr. Fernanpez. You mean smuggled ? 

Mr. Emerick. Yes. Somehow they were able to make quite im- 
portant connections in foreign countries. 


SMUGGLING OF UNCONVENTIONAL WEAPONS FOR ATTACK 


I will comment first of all on the unconventional weapons for attack 
that we are charged with preventing of the smuggling into the United 
States, 

Executive Order 10173 of October 18, 1950, reports the findings of 
the President that the security of the United States is endangered by 
reason of subversive activity. Regulations were issued under this 
Executive order relating to the safeguarding against destruction from 
sabotage or other subversive acts, of vessels and water-front facilities 
in the United States. The United States Coast Guard is charged with 
carrying out the provisions of Executive Order 10173 and in that 
connection has called upon the Bureau of Customs to conduct searches 
of vessels and their cargoes for unconventional warfare weapons. 

In carrying out the above program key personnel of customs search- 
ing squads at all principal United States seaports have been given a 
special course on atomic weapons by the Atomic Energy Commission 
at Sandia Base, Albuquerque, N. Mex. These employees are now 
familiar with the appearance of an atomic bomb as well as its com- 
ponents and can readily identify such articles if they come to their 
attention providing the construction is similar to the atomic weapons 
manufactured by our Government. 

Other customs personnel, including customs inspectors, port patrol] 
officers, customs examiners and examiner's aides have been furnished 
secret information on atomic Weapons. 
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Efforts are now being made to obtain information on radiological, 
biological, and chemical warfare weapons in order that this informa. 
tion may be disseminated to customs officers engaged in the searc), 
of vessels, vehicles, and aircraft, and the examination of cargo and 
baggage. Cooperation has been requested from the Ceneral Intelli- 
gence Agency, the Federal Bureau of Investigation, the State Depart 
ment, and the Department of Commerce in connection with this 
program. 

With respect to diamond smuggling: Diamond smnggling is the 
second problem of importance that we have to consider. Infor 
mation has been received by this Bureau from reputable persons 
in the diamond trade indicating that diamond smuggling has at 
tained such proportions as to result at times in a chaotic condition 
in the diamond market. Diamond smuggling is profitable, not only 
by reason of the 10-percent duty that is involved, but chiefly due 
to the saving that is effected in evading income taxes and luxury 
taxes when dealing in smuggled diamonds. 

To date we have been unable to obtain definite information fron 
the diamond trade concerning persons or firms believed to be en 
gaged in smuggling, or dealing in smuggled diamonds. We have, 
however, during the past calendar year, experienced some success in 
combating diamond smuggling. 

Now, may I make a few remarks off the record / 

Mr. Gary. Certainly. 

(Discussion off the record.) 


PORT SECURITY WORK 


Mr. Srrvupincer. The port security work is done almost entirely 
by the port-patrol officer. 

Mr. Gary. What does the Coast Guard do in that connection / 

Mr. Srrupincer. The Coast Guard also in this connection is to 
keep under observation the shipping activities, that is, of the vessels. 
where they come from, and furnish us with information with respect 
to any vessels that they think should be searched, or the personne! 
that should be kept under surveillance, and things of that kind. 

Mr. Gary. But the actual searching is by you / 

Mr. Srruptncer. By Customs. 

Mr. Canrietp. The world situation and new laws enacted by the 
Congress have in recent years imposed on you new responsibilities 
regarding searches. 

Mr. Srrupincer. Yes. 

Mr. Canrieip. In other words, back 5 or 6 years ago the danger 
was not so great. 

Mr. Srrusincer. I can say this, that 5 or 6 years ago our main con 
cern in searching ships was to find contraband or narcotics or merehan 
dise that was not declared. Now we have much greater concern, ani 
possibly our primary concern would be to find any unconventiona! 
warfare weapons. 

Mr. Canrievp. And that is a very difficult undertaking ? 

Mr. Srruprncer. It is a very difficult undertaking. 
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SERVICES TO OTHER DEPARTMENTS OF GOVERNMENT 


Mr. Gary. You spoke of the services that you are performing for 
other departments and agencies of the Government. Do you get re- 
imbursement from these agencies for the work that you perform ? 

Mr. SrrupinGer. Outside the Office of International Trade, we do 
not. The Office of International Trade includes in their appropria- 
tion of estimated funds up to a certain number of inspectors or verifiers 
or packers to make inspections of outgoing merchandise. That work 
is done in ports where they do not have people on their payroll and 
is done by Customs personnel. 

Mr. Gary. Do they reimburse you ‘ 

Mr. Srrupincer. We get actually a part of the uppropriation. The 
language specifies a certain amount of their funds may be transferred 
to Customs. 

Mr. Gary. What would it amount to, approximately / 

Mr. Srrupincer. | will supply that for the record. 

(The matter referred to follows: ) 


In fiscal year 1951 the amount transferred was $785,000. 
MANAGEMENT IMPROVEMENT RECOMMENDATIONS 


Mr. Gary. How many management improvement recommendations 
contained in the McKinsey report have you put into effect since last 
year? 

Mr. Srruesmncer. T have a list, Mr. Chairman, a little score sheet 
on all management Improvement programs, which shows in detail the 
status of all the recommendations. 

Mr. Gary. We will insert that in the record at this point. 

(The matter referred to follows :) 


Vanagement-improvement program; Summary status of recommendations developed 
from McKinsey & Co. report, Dec. 31, 1951 


Solo fin Adminis- Pa 
Legislative tontien otal 
j 
Percent 
Potal recommendations ah 142 178 
Customs-Treasury action completed 
Evaluated, approved, and in effect F 4 97 101 
Evaluated and approved as rejections 3 28 31 
Evaluated and approved for action by: 
Congress, legislation eee 25 25 
Congress, authorization of increase in limitation for | 
District of Columbia } 6 6 
Other Federal agencies ; ces ? 6 6 
Total, Customs-Treasury completed 32 137 169 or 94.9 
Final action not yet taken: ; aed | 
Evaluated and approved: For legislative submission | 3 | 13 6 
Evaluated, awaiting departmental approval. __ Ay 1 1 I 
Unevaluated, awaiting results of pilot installation 1 2 
Total, awaiting final action . 4 5 Yor 5.1 


Principally administrative, but reorganization plan or legislation required to initiate action. 
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CUSTOMS SIMPLIFICATION ACT 


Mr. Gary. Has the Congress passed the Customs Simplification 
Act ¢ 

Mr. Srrupincer. The House has passed it. 

Mr. Gary. The House has passed it and it is now pending in the 
Senate / 

Mr. SrrupinGer. Yes. 

Mr. Gary. You hope to get that through this session of Congress / 

Mr. Srrusincer. Yes, we do. 

Mr. Gary. I might state, Mr. Strubinger, that when the Secretary 
was in the other day, we talked over the situation and decided at that 
time that just as soon as the committee can conveniently do so we 
plan to take a trip to New York to look into the Customs set-up in 
New York. We telt that before we marked up this bill, in view of 
the importance of this work, and the information before us, that we 
ought to make a personal inspection. 

Mr. Srrusincer. I think it would be very informative. 

Mr. Gary. We will work out plans through Mr. Johnson, and we 
would like to make a rather complete inspection of the entire opera- 
tion when we go up there. 
(Discussion off the record.) 













DISPOSITION OF SEIZED DIAMONDS 


Mr. Gary. Can you furnish a statement for the record indicating 
the disposition of these diamonds that you say were turned over to 
other Government agencies? 

Mr. Srrupincer. We can supply for the record a statement of the 
exact disposition of these diamonds, 

Mr. Gary. Please do so. 
(The matter referred to follows:) 







DISPOSITION OF SEIZED DIAMONDS 





The following seizures of diamonds have been delivered, upon the order of 
the United States district courts, to the General Services Administration for 
official use: 

Leiser Weitman seizure made at New York on January 21, 1951, amounting 
to 1,862.94 carats, valued at $305,082. 
ita Hoffman seizure made at New York on January 22, 1951, amounting to 
77.81 carats, valued at $493,998. 
“li Stern seizure made at Miami, Fla., January 23, 1951, amounting to 1,076 
carats, valued at $119,346.60. 
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Mr. Gary. How long have you been turning them over to other 
agencies ¢ 

Mr. Srrupincer. I believe from the time of the first seizure. I do 
not think any of the diamonds seized during the last year and a half 
have been sold. 

Mr. Gary. Then if the statement you are to furnish covers the last 
2 years, it will be sufficient 
Mr. Srrupincer. Yes. 
Mr. Fernanperz. It should not be difficult to give the dates. 
Mr. Srrupincer. No; that would be very easy. 
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Mr. Gary. You will submit a complete statement on that 4 
Mr. Srrupincer. Yes, sir. 
Mr. Canrie.p. Is this an unusual influx this vear/ 

Mr. Emerick. No; apparently it is something that has been going 
on for the past 2 vears. 
Mr. Canrieip. Prior thereto you did not have so much of it ¢ 
Mr. Emerick. It has been the practice I believe to smuggle dia- 


monds extensively, as T have referred to here, for the past 2 years. 














NARCOTIC SMUGGLING 














Narcotic smuggling investigations is another important problem 
for Customs. During the fiscal year 1951 Customs seized 32,062 
ounces of marijuana: 8 ounces of cocaine; 110 ounces of heroin, 2 
ounces of morphine: 529 ounces of smoking opium, and 267 ounces 
of raw opium. 

Mr. Chairman, I have prepared a schedule which shows the seizures 
of narcotics made by Customs during the period, fiscal year 1940 to 
1951, inclusive. 

Mr. Gary. We will insert that in the record at this point. 

(The matter referred to follows :) 














Customs seizures of narcotic drugs covering the fiscal years 1940 to 1951 inclusive 





{Ounces} 












1940 | 1941 | 1942 | 1943 | 1944 | 1945 | 1946 , 1947 | 1948 . 1949 | 1950 | 1981 











Raw opium___. , 1,696) 2,229, 618! 4,597) 2,196) 5,284) 2, 545) 1, 267! 4,505 1,736 645 267 
Smoking opium 785, 1, 453 242) 2,058! 816, 778) 1,924) 2,932 1,019 855 1,038 529 
Oe OS 281 7 7 11 6 8 9 14 18 17 5 2 
Heroin x ee 8 22 1 1 14 45| 592] 280; 567 45 110 
Cocaine. .....-- “oe 1 275 1 Bie. 7 19} 27 118 11 8 
Marijuana. ppoeanns 1,957, 8, 589) 3,161! 4,131, 3, 5388 4,431) 8, 293/12, 389/26, 445/38, O86 33, 291 32, 062 






















VALUE OF SEIZED NARCOTICS 





Mr. Gary. I notice that this is listed in ounces. Can you give us 
some idea of the value of these ¢ 

Mr. Emerick. That would be quite difficult, sir. Marijuana is sold 
at from 25 cents to a dollar per cigarette. An ounce of marijuana 
would have a retail price of $50 1 would say. Usually marijuana is 
purchased by the cigarette. 

Mr. Srruprncer. | think what we can do here is to give you the 
present value from the Bureau of Narcotics, in the retail trade. 

Mr. Gary. We do not want it for all of these items, but if you 
could give us some estimate, it would be valuable. 

Mr. Emerick. Smoking opium is worth $250 a tin. That is about 
7 ounces, 

Mr. Gary. Try to submit a figure for the record of the value of the 
narcotics that you have seized during the last year. 
: Mr. Srruprncer. We will supply such a statement for the record, 
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(The matter referred to follows:) 


Narcotics seized during fiscal year 1951 


[Values shown are estimated selling prices in the illicit market] 





Volume in 


Narcotic Anne Value 

Raw opium ; = $20, 240 
Smoking opium 20 31, 740 
Morphine. __- 1, 000 
Heroin a8 10 ~ = 
Cocaine 600 
Marijuana 3: 2 062 801, : 500 

Total value 1, 7 7, OSO 


EXAMPLES OF NARCOTICS SEIZURES 


Mr. Emerick. The seizures were made at all principal ports of the 
United States. However, in regard to marijuana, the majority of 
the seizures occurred along the Mexic an border. As an example, on 
March 6, 1951, customs agents operating out of Laredo, Tex., seized 
248 pounds of marijuana “and arrested three smugglers. Two of the 
smugglers were convicted. One was sentenced to a year and a day 
and the other to 4 years. One is a fugitive after forfeiting a $5,000 
bond. 

Another seizure occurred at Laredo, Tex., on October 10, 1951. One 
hundred and forty pounds of prepared marijuana and four individu- 
als arrested. The case is scheduled for trial March 17, 1952. 

Another important seizure occurred February 21, 1951, in the La- 
redo district when 60 pounds were seized and 3 individuals arrested. 

I received a teletype message yesterday afternoon from the super- 
vising customs agent at San Francisco stating that agents at Calexico, 

Calif., on that date customs agents seized 10 cans of opium prepared 
rae smoking purposes and arrested one Bernal, a resident and citizen 
of Mexico. 

The largest seizure of heroin made during the past’ year occurred in 
Philadelphia on October 3, 1951, and was made from the French 
steamship Domfront, or rather from crew members of that French 
steamship. That merchandise was appraised at $19,943. The crew 
members were in the act of smuggling the heroin ashore concealed in 
rubberized silk pouches strapped to their persons underneath their 
clothing. ‘That is getting to be a popular method employed in smug- 
gling narcotics from ships today. They will get the narcotics such as 
cocaine, morphine and heroin, and place it in plastic bags or rub- 
berized silk bags and tape it to their bodies. 

When you are attempting to make a search of a person by going 
over a person's clothing you rarely ever find narcotics concealed in 
that manner. It is necessary to disrobe the suspect in order to make 
certain that narcotics are not concealed in some manner to his body or 
in his clothing. 

Narcotics smugeling today is not what it was some 20 or 25 years 
ago when we would seize anywhere from 10 or 20 or 30 pounds of 
morphine or heroin, 500 to 1,000 tins of opium. It is getting down 
to smaller lots, and it makes it more difficult to effect seizures and 
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make arrests for the reason that you cannot find the material unless 
you have some pretty good leads on the suspected ship or the sus- 
pected individual. You cannot cause a search of all passengers or all 
crew members when they enter the United States. It would be im- 
possible to do so and besides it would cause too much trouble. 


SMUGULING THROUGH PANAMA CANAL ZONE 


Mr. Canrietp. Mr. Emerick, do you have agents in the Panama 
Canal Zone? 

Mr. Emerick. No, sir; we do not. We have I believe some customs 
inspectors down there working w ith the Canal authorities. 

Mr. Srrunicer. The United States Army have men who are desig- 
nated customs inspectors for the purpose of making a preexamination 
of military personnel being transferred back to the United States. 
They are not our people. 

Mr. Canrieep. What I had in mind was the possibility of bringing 
in dangerous’ weapons and also narcotics, through the Canal, on ‘for- 
eign ships. Is that a problem that concerns Customs / 

Mr. Servusincer. Anybody arriving from the Canal Zone would be 
processed in the United States just the same as if they were coming 
from a foreign country. To answer your question more directly, it 
is not the responsibility of our Customs to safeguard the Canal Zone 
in that respect. 

Mr. Canriecp. In other words, that comes under the Military Es- 
tablishmeiut ¢ 

Mr. Srrupincer. Yes, sir, or the Panama Canal Commission; I 
do not know which. But we have no men down there for enforce- 
nent or any other purpose. 

Mr. Canrievp. I have seen the ships go through the Canal and 
there are various points, as you know, where you can almost reach 
out and touch the shore line. It would certainly be easy for crew 
members to relieve themselves of narcotics or diamonds or what have 
you: but IT take it from what you say that that is the problem of the 
Military Establishment. 

Mr. Srrvpincer. 1 am not sure whose responsibility it is, but 1 
do know it is not ours. We have no men down there. 


GOLD SMUGGLING 


Mr. Emerick. Gold smuggling is the fourth problem that we have 
today that is of considerable importance. The smuggling of gold 
is a lucrative business for the reason that gold may be purchased in 
the United States for $35 an ounce and it sells in fore eign markets at 
from $45 to $80 an ounce. Much of the gold that is smuggled from 
the United States is withdrawn under license supposedly for manu- 
facturing purposes and unlawfully diverted to the black market. 

During the fiscal year 1951 Customs seized gold weighing 9513.26 
ounces, valued at $330,000. 

Mr. Gary. What was done with that? 

Mr. Emerick. That was delivered to the mint on order of the 
court. 

Mr. Gary. Incidentally, what is done with the narcotics that is 
seized ? 
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Mr. Emerick. They are delivered to the Bureau of Narcotics for 
disposition. Those figures, by the way, are Bureau of Narcotic fig- 
ures. We supply form 38 to the Bureau of Narcotics and they com- 
pile the statistics which I have given you. 

We made during the fiscal year 1951 seven quite important seizures 
from passengers attemping to leave the United States with gold con- 
cealed on their person or in their baggage. ‘Those seizures were made 
as a result of suspect lists built up by Customs agents in the manner 
previously related. 

The gold seized in those 7 cases amounted to $145,285, and 6 of the 
defendants were convicted. One is a fugitive having forfeited bond 
in the amount of $12,500. 

We had another case, the largest case made during the last fiscal 
year, which was made in New York when one Saul Chabot attempted 
to smuggle out of the United States 4,891.36 ounces of gold bullion 
concealed in compartments installed in the fenders of his automobile. 

(Statement off the record.) 

Mr. Emerick. That concludes my statement, Mr. Chairman. 


ADDITIONAL PERSONNEL TO STRENGTHEN PORT SECURITY 


Mr. Gary. Mr. Strubinger, do you feel that you have a suflicient 
number of employees for the proper surveillance of the ships in port 
to take care of the port-security program ? 

Mr. Srrupincer. We feel that the surveillance of vessels to prevent 
introduction into the United States of contraband, or subversive 
weapons, could be strengthened by additional personnel. 

Mr. Gary. Who does most of that work now, you or the Coast 
Gu: ard? 

Mr. STRUBINGER. Customs. 


PORT-SECURITY PROGRAM 


Mr. Gary. Mr. Strubinger, how many employees do you have as- 
signed at the present time to the port-security program 4 

“Mr. Srruptycer. That is a pretty hard question to answer specifi- 
cally, Mr. Chairman. The port-security work is done almost entirely 
by port-patrol officers. However, not’ all port officers are engaged 
on port-security work. In other words, in addition to the port-security 
work—we are talking now of that as a means to national defense—the 
port-patrol officers perform duties in connection with counteracting 
smuggling of the ordinary things that we were talking about. such as 
cargo articles of merchandise, things of that kind. I perhaps ean 
develop a figure on that—it would be rather difficult, though. 

Mr. Gary. Have you any provision for additions in this budget 
because of the port-security program ¢ 

Mr. Srruptncer. No, sir; I do not. I might say that in our pre- 
liminary estimate that we submitted to the Bureau of the Budget back 
in May, we had provision in there for additional port-patrol officers. 
But when the ceiling figure was given us it was so low we could not 
include them. Back in 1952 we also asked for additional port-patrol 
officers. 

Mr. Gary. How many did you request for 1953 4 

Mr. Srruprncer. We asked for 263 and $822,000, 

Mr. Gary. Additional ¢ 
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Mr. Srrupincer. Additional. 

Mr. Gary. And was the basis for that largely port-security defense / 

Mr. Srruptncer. No, sir; 1 cannot say it was all for port security. 
It was both. It was to set up the schedule of manning that grew out 
of recommendations of the McKinsey report. The McKinsey report 
recommended that a survey be made of the enforcement problems in 
customs. Such a survey was made. 

Mr. Crary, Who made the survey? 

Mr. Srrupincer. Our own employees made it. We had the assistant 
surveyor in New York; the customs agent in charge in Los Angeles. 
and T cannot remember who the third member was at the moment, but 
they actually went around and visited each of the ports concerned, 
made a study of local conditions and developed what they thought was 
an adequate staff, or rather a numerical staff which would give that 
port adequate security from the standpoint both of national defense 
and our ordinary enforcement duties. 

The recommendation contemplated considerable additions at the 
smaller ports; that is, the ports outside of New York, because they 
were woefully lacking in adequate protection. There were several 
ports on the Pacific coast, on the Gulf coast, and in the Southern At- 
lantic ports that had little or no protection, and based on the manning 
table we have submitted estimates to the Bureau of the Budget on 
three different occasions for money to provide additional port-patro] 
officers and in each instance they were disallowed. 

The last one was in the preliminary estimate for 1953. It did not 

go forward to the Bureau of the Budget in a formal estimate. 


ESTIMATE OF VALUE OF CONTRABAND SEIZED 


Mr. Gary. Mr. Emerick, do you have any way whatever of esti- 
mating the value of the diamonds and narcotics and gold that are being 
smuggled into the United States ¢ 

Mr. Emerick. No, Mr. Chairman. I am not able to give an esti- 
mate. It would be only a guess and so much of a guess that it would 
not be worth while. 

Mr. Gary. You are catching a lot of offenders, but unquestionably 
« lot of them get by who are not caught. 

Mr. Emerick. There is no doubt about that. 

Mr. Gary. There would be no way of estimating what that would 
he? 

Mr. Emericx. | believe if we get 10 percent, we are very fortunate. 

Mr. Gary. If your port patrol were enlarged, do you think that 
would cut down smuggling? 

Mr. Emerick. It would possibly, sir, to some extent. I believe, 
though, that the furnishing of additional agents abroad and establish- 
ing offices abroad, as we are doing at the present time, to develop 
sources of information, would be more valuable to us than the patrol- 
ing, although port patrol is of value, especially from a security stand- 
point. 

ADDITIONAL AGENTS ABROAD 


Mr. Gary. Do you have any money in here for establishing addi- 
tional agents abroad ? 

Mr. Emerick. We have made a request here for eight additional 
agents. We have recently established offices in Hong Kong, Mexico 


180 


City, and Antwerp and we are establishing one post in Paris, all four 
to be devoted entirely to enforcement matters. 

The eight positions that we have requested will take care of the four 
positions s that have now been established in foreign countries and we 
will be in a position to create four more positions in the United State- 
which are sorely needed. 

Mr. Gary. Where would they be ? 

Mr. Emerick. The New York district, the E] Paso district, and an 
»gent in Chicago. 


COLLECTIONS AND COST OF COLLECTING 


Mr. Gary. On page 111 of the justifications there is a statement of 
collections and cost of collecting for the past 5 years. We shall insert 
that table in the record : at this point. 

(The matter referred to follows :) 


Collections and cost of collecting $100 
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} 
—— . L vii ~ anet | Customs cost 
Customs col- | Customs cost | of collecting 


Fiscal year : : 
ie lections | of operations 
| $100 


$623, 234, 450 | $33, 328, 255 $5. 3 
542, 078, 499 | 32, 262, 856 5. 94 
515, 241, 518 | 34, 989, 685 6.74 
560, 565, 350 | 35, 689, 921 3 
809, 133, 292 | 36, 762, 485 4.54 
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Mr. Canrievp. Mr. Strubinger, I am glad to hear you repeat words 
of compliment concerning the program instituted by this committee 
in 1947 to improve and reorient the functions and activities of the 
Bureau of Customs. [recall rather well how you applied yourself that 
year and the following years to produce and I want to compliment you 
and Mr. Emerick on the statements you have made before this com 
mittee today. 

M’KINSEY REPORT RECOMMENDATIONS 


First, let me ask, how many of the McKinsey report recommenda. 
tions have you put into effect; how many have been rejected; how 
many are being worked on at the present time ¢ 

Mr. Srrupsincer. The total number of recommendations filed in the 
McKinsey report was 178. Treasury action is completed on 169 of 
those recommendations or 94.9 percent. ‘To break down that 169, 101 
were evaluated, approved and put in effect; 31 were rejected; 25 of 
them were evaluated and approved for action by Congress for legisla 
tion; 6 of them were approved, but the implement: ition of these neces 
sitates an increase in funds in the District of Columbia staff - there are 
6 that were referred to other Federal agencies for implementation. 

Final action has not yet been taken on 9, and 6 of these are for legis- 
lation: 2 of them have been evaluated and are awaiting, you might say, 
departmental approval; 1 is unevaluated, awaiting the results of a 
pilot-plant operation. That is the Appraiser under the Collector 
proposition. 

Mr. Canrietp. That is a very good report. Will you state for the 
record how many employees you have in the Washington office and 
how many in the field ? 
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Mr. Srrusincer. On December 31, 1951, we had 217 employees in 
the District of Columbia and 7,928 in our field service. 

Mr. Canrietp. How many employees are there in the Collector's 
Office in New York? 

Mr. Srrupincer. Two thousand and sixty-eight. 

Mr. Canrireip. In other words, the activities at the port of New 
York represent a good percentage of the over-all activities of the 
Bureau of Customs ¢ 

Mr. SrruBiINGER. So far as the Collector’s Office is concerned it rep- 
resents about 26 percent. 


PERSON AL DERELICTIONS 


Mr. Canrietp. Among Mr. Emerick’s duties is the investigation of 
personal derelictions of employees of the Bureau of Customs. How 
many men have been dismissed from the Bureau in the past 2 vears, 
and for what reasons / 

Mr. Srrupincer. I have them separated that way. The number of 
separations for dereliction of duty, such as fraud, bribery, or other 
dishonesty, in 1951 was four; in 1950 five. 

The number of separations for derelictions, such as drunkenness, 
insubordination, absence from duty without permission, in 1951 two, 
and in 1950 one. 

[ might say that I have a table here showing the details. Unfortu- 
nately there were two cases included in the first category that were 
ordered restored to duty by the Civil Service Commission on appeals 
by the employees. 

Mr. Canrretp. You say “unfortunately” 

Mr. Srrupincer. Unfortunately from our or standpoint because we 
felt we had established beyond any question of doubt that these men 
were guilty of the charges. 

Mr. ‘ \NFIELD. What were they charged with ? 

Mr. Srrupincer. They were charged with accepting bribes, with 
accepting gratuities. 

Mr. Canrietp. You believe they were guilty but they were restored / 

Mr. SrrupinGer. Yes, sir; we certainly do. We were upheld all the 
way through the district offices, regional offices, until we got to the 
Commission. We were overruled on the basis that we had not sufl- 
cient factual information to establish beyond a reasonable doubt that 
ihese men were guilty. 

Mr. CanFietp. Is there any review being made of these cases / 

Mr. Srrupincer. There is no further review. 

Mr. Canrietp, Final action has been taken so far as existing law is 
concerned ¢ 

Mr. Srrupincer. They have been restored to duty with back pay 
trom the date that they were taken off the rolls. 

Mr. CanrieLp. Have you had any trouble with them recently / 

Mr. Srrupincer. No; we have put them in places where they can- 
not get. into trouble. 

Mr. CanrieLp. Good for you. And I regret that you have been 
forced to make this statement before this committee. 

Mr. Srrupencer. I might say that the Secretary did all he could 
io stop it. They were both veterans and, according to the rules estab- 
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lished by the Civil Service Commission, they apparently were entitled 
to reemployment. 

Mr. Canrietp. What offices did they hold ? 
Mr. Srrunincer. Inspectors: both of them. 
Mr. Gary. That was two out of four? 

Mr. Srrusincer. Two out of four. 








FUNCTIONS PERFORMED FOR OTHER BUREAUS 


Mr. Canrietp. Mr. Strubinger, what are the functions that the 
Bureau of Customs performs for the Bureau of Internal Revenue / 

Mr. Srrupincer. The gaging of liquors, imported liquors, and the 
collection of internal-revenue tax on those liquors: the release of 
liquor in internal revenue bonded warehouses for ship’s supplies: also 
cigarettes out of bond for exportation. 

Mr. Canrrecp. How about the Bureau of Animal Industry, the 
Bureau of Entomology and Plant Quarantine ? 

Mr. Srrusincer. The Bureau of Animal Industry—that would 
have to do with the inspection of meat products and preventing ani- 
mals that might have diseases from coming into the country. That 
is, they would have to be held pending approval of the veterinarian 
before they could be admitted. 

Mr. Canrietp. And the Bureau of the Census? 

Mr. Srrusincer. Furnishing the Bureau of the Census with cus- 
toms statistics of various kinds. 

Mr. Canrievp. You tell us that important functions are performed 
for various departments, and you touched on some of these. The 
State Department was also mentioned. What perchance are those / 

Mr. Srrupincer. That would have to do with the licensing of the 
exportation and importation of arms and ammunition and imple- 
ments of warfare. 
COMPTROLLERS OF CUSTOMS 


Mr. Canrietp. How many comptrollers of customs are there? 

Mr. STRUBINGER. Seven. 

Mr. Canrietp. Where are they located / 

Mr. Srrusincer. Boston, New York, Philadelphia, Baltimore, 
New Orleans, San Francisco, Chicago. 

Mr. Canrieip. Those offices are created by statute 

Mr. Srrupincer. Yes, sir. 

Mr. Canrretp. They are appointed by the President with the ad 
vice and consent of the Senate / 

Mr. Strupincer. Yes, sir. 

Mr. Canrietp. What salaries do they receive, and what are their 
functions ¢ 

Mr. Srruprcer. I do not have with me the salaries, but I can 
easily supply that for the record. 
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(The matter referred to is as follows :) 


Comptrollers of customs 





Headquarters port Fo Name Grade Salary 

eid oct alae Nae Ne Seas re = OT Ripa ee eee Ie |_——$—$—$— $$ | _____ 

a ¥ 4, ee 
Boston, Mass | Charles F. Murphy -| GS-14 | $9, 600 
New York, N. Y.! | Thomas F. Farrelly (acting) GS-15 | 10, 800 
Philadelphia, Pa Charles [. Lafferty —_-.-- | GS-14 9, 600 
Baltimore, Md- Russell P. Smith GS-14 9, 600 
New Orleans, La Gilbert J. Fortier .| GS-14 9, 600 
San Francisco, Calif | Howard W. Morris GS-14 9, 600 


Chicago, Il William A. Rowan GS-14 | 9, 600 


| Position temporarily being occupied by the assistant comptroller pe nding appointment of comptroller. 

2 Presidential appointee position abolished by Public Law 102, 78th Cong., approved June 30, 1943. This 
position has since been filled by career employee. 

Mr. Canrietp. What are their functions? Those are not touched 
upon to any degree in your justifications, are they 

Mr. Srrvpincer. Yes; they are touched upon, but I can make an 
informal statement about them. Actually, the office of the comp- 
troller of customs is charged with the responsibility of auditing the 
merchandise and money accounts of the collectors and the ver ification 
of the liquidations of the collector. They also perform an important 
function in controlling the transportation of the in-bond merchandise. 
That probably needs a little more explanation. When a shipment of 
merchandise arrives in New York and the importer desires to enter 
it at Kansas City, there are no duties paid in New York. The mer- 
chandise is sent in bond. In order to be sure that this merchandise Is 
accounted for in Kansas City, the collector in New York issues a 
transportation entry, one copy of which is sent to the comptroller in 
New York. That sets up a charge against the collector in Kansas 
City, to make him account for that merchandise when it is received in 
Kansas City, so that he awaits the clearance of that charge until the 
collector in Kansas City sends him a certification that he has received 
the merchandise. 

Mr. Canrietp. The comptroller’s office is superior to the office of 
the collector / 

Mr. Srrusincer. | would not say that. I would say it is primarily 
an accounting and auditing function, 

Mr. Canrietp. Do you know offhand whether the comptroller re- 
ceives more salary than the collector ¢ 

Mr. Srrupincer. No; they receive less in most instances. 


M KINSEY RECOMMENDATION REGARDING COMPTROLLERS 


Mr. Canrietp. Did the McKinsey report make any recommenda- 
tion regarding the comptrollers ¢ 

Mr. Srrupincer. Yes: it did. 

Mr. CANFIELD. What was that? 

Mr. Srruprncer. They recommended several things in connection 
with the comptroller’s office. First of all 

Mr. Canrtevp. Did they recommend that they be continued as such ¢ 

Mr. Srrupincer. No; they did not. I was going to touch on that. 
First of all, they state that there was duplication, especially in the 
field of liquidation being performed in the collectors’ and comp- 
trollers’ offices. They recommended that a study be made looking 
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toward the complete revamping of the accounting system of Custom: 
which would eliminate this duplication of liquidation. 

Such study has been made. It has been participated in by the 
General Accounting Office, the Bureau of the Budget, and the Bureai: 
of Accounts of the Treasury Department and ourselves. We have 
men working today on drawing up detailed plans of this new audit 
scheme. 

However, there is legislation needed to carry it into effect fully, and 
we hope within the next few months to be able to present a plan of 
reorganization of our comptrollers’ offices to the Treasury for legis- 
lation. 

Mr. Canrietp. That legislation may possibly mean the abolition 
of those officers as such ? 

Mr. Srrupincer. As such, it would certainly contemplate, and the 
McKinsey report contemplates, the elimination of the head of the 
office being a Presidential appointee. 

Mr. Canrievp. Do you, perchance, know the age of the oldest 
comptroller of customs ? 

Mr. Srrusincer. Yes; I have that. The oldest comptroller we have 
is aged 74. He is Mr. Russell P. Smith in Baltimore. 

Mr. Canrretp. How long has he been in that service of the Gov- 
ernment as comptroller ? 

Mr. Strrusrncer. About 4 or 5 years. 

Mr. CanrieLp. He was appointed, then, at the age of 70? 

Mr. Srrusincer. He was pretty close to 70 when he was appointed. 

Mr. Canrtevp. Like the chairman and other members of this sub- 
committee, I am very keenly interested in this question of port 
security. 


Mr. Gary. Mr. Canfield, before you get into that, may I ask one 
or two questions at this point? 
Mr. Cawrrebp. Certainly. 


NEED FOR COORDINATION OF WORK OF COLLECTORS, APPRAISERS, AND 
COMPTROLLERS 


Mr. Gary. As I understand now, you have the collector of customs, 
the appraisers, and the comptroller of customs all operating independ- 
ently of each other; is that correct ¢ 

Mr. Srruptncer. That is correct, with the exception that in small 
ports where we would not have full-time appraiser employees. 

Mr. Gary. Are there any other independent offices? 

Mr. Srrusincer. Yes. 

Mr. Gary. What are they? 

Mr. Srrupincer. First of all, the collectors; the appraiser, the comp 
troller. However, there are only seven of those. I might give a 
word of explanation there. The comptroller has a district which i 
cludes a certain number of collectors’ offices. In other words, he acts 
as the auditor for five or six or seven collection districts. We also 
have offices of the agency service located in most large cities, the Di- 
vision of Investigation, of which Mr. Emerick is the supervising head. 

Mr. Gary. That is separate? 

Mr. Srrupingcer. That is separate. 

Mr. Gary. Independent of the collectors / 

Mr. Srrupincer. Independent of the collectors. In other words. 
they report directly to Mr. Emerick in Washington. We also have 
laboratories; I will insert the exact number in the record. 
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{The matter referred to is as follows:) 

There are nine customs laboratories. 

Mr. Srrusincer. In New York we have a surveyor of customs, who 
is subordinate to the collector. That office is peculiar to the port of 
New York. That office is comparable to our outside division in other 
orts. 

The surveyor is a Presidential appointee confirmed by the Senate, 
but he reports to the collector of customs. 

Mr. Gary. But obviously the collector of customs has no control 
over him ¢ 

Mr. Srruspincer. Over the surveyor / 

Mr. Gary. Yes. 

Mr. Srrupincer. Yes, sir: he does. 

Mr. Gary. How can he control somebody else’s appointee’ He 
does not appoint hin. 

Mr. Srrupincer. He does have administrative authority over the 
operations and functions of the surveyor’s office. As a matter of ac- 
tual practice, the employees who actually work under the immediate 
supervision of the surveyor are the outside employees, such as the in- 
spectors and port patrol officers. However, those employees are on 
the collector’s payroll and the only employees that are on the sur- 
veyor’s payroll are those in the supervisory capacities. 

Mr. Gary. So that these independent. officers whom we have dis- 
cussed, the collectors—the collectors are appointed by the President, 
but the appraisers are civil service; is that correct? The appraisers 
are career employees / 

Mr. Srrupincer. Yes, sit. 

Mr. Gary. And the surveyor is appointed by the President 

Mr. Srrupincer. Yes, sir. 

Mr. Gary. And the Customs Agency service ? 

Mr. Strupincer. They are all civil service employees. 

Mr. Gary. It looks as though you have a situation where they are 
all members of one body, but the left hand hardly knows what the 
right hand is doing. 

Mr. Srrusincer. I would not say so, sir. ‘There is no doubt in any- 
body’s mind that the field service has to cooperate and get along and 
we have no difficulty about that. 

Mr. Gary. Yes, but there ought to be some coordinating point where 
the work of all this group is brought together. It seems to me that 
the regional set-up, which has been recommended, would be particu- 
larly effective where you could have one regional officer to coordinate 
the activities of the others. 

Mr. Srrupsincer. I think that there can be a natural assumption in 
that respect. However, it has been my experience in looking at 

organizations that unless the head of the organization can add some- 
thing to the supervision by reason of his technical or scientific know]- 
edge or any other kind of knowledge, that he does not lend an awful 
lot by being the nominal head of it. As far as the appraisers and col- 
lectors are concerned, we are trying this out, we are testing it, and we 
will come to a conclusion on it. So far as the agency service is con- 











cerned I do not think we would want, I do not think anybody would 
want, to put the agents under an office which they are investigating. 
That is what you ‘would do if you had your agency reporting to a 
regional director or even a collector. 

‘Mr. Gary. The proposed reorganization for the Bureau of Interna! 
Revenue recognizes that fact, in recommending that the inspection 
division be set up independently. 

Mr. Srrupincer. Which is exactly like ours is today, I may say. 

Mr. Gary. That is all right: I seen no objection to that. But it 
does seem to me that even there you might have coordination; they 
could be thrown into a regional office and all work under a regional 
commissioner, 

Mr. Srrupincer. They are in fact, Mr. Chairman. We have 9 
agency districts which take care of all of the 44 collection districts. 

“Mr. Gary. You have 44 collection districts in the United States? 

Mr. Srrupincer. That is right; and 9 customs agency districts. 

Mr. Gary. Who is in charge of the customs agency districts / 

Mr. Srrusincer. The supervising customs agent reports directly 
to Washington, in a line right to Washington, not through any inter- 
mediate office at all. 

Mr. Gary. Does he have under him all of the various branch 

Mr. Srrvuprneer. He has under him agents in the town he is in. 
Let us say he is operating out of New "York. He has under him 
agents in his district ; for instance, agents in Buffalo. 

Mr. Gary. This is just the Customs Agency Service ? 

Mr. Srrupincer. Yes, sir. 

Mr. Gary. That is divided into districts 

Mr. Emerick. That is right. 

Mr. (rary. The rest of the service is not divided into districts ? 

Mr. Srruprncer. Not exactly that way; no. In other words, your 
comptrollers” districts, which are seven, take in a certain number of 
collection districts. Your customs agency districts, which are nine 
in number, take in a certain number of collection districts and they 
investigate anything that might come up on law enforcement, per- 
sonnel derelictions, or anything else within those collection districts. 

Mr. Gary. Why could you not have nine general customs districts 
and have one Commissioner of Customs at the head and then all of 
the collectors and all of the other services under him? Is not that 
substantially what the McKinsey Report recommended / 

Mr. Srrupincer. Yes, it did. The reason I gave for it, though, was 
that they also recommended setting up im those regions tec hnical and 
legal assistants. 

Mr. Gary. That may be. I do not see a whole lot of advantage in 
setting up technical and legal services in those districts because, in the 
first place, you want your legal decisions uniform throughout. the 
United States. 

Mr. Srrusrncer. That is right. 

Mr. Gary. I see no reason for setting up legal offices in each district. 
As to the technical part I am not quite as familiar with that, but I am 
familiar with a legal office and I think that, in that case, there is 
distinet advantage in having a central office so that you will have ¢ 
uniform interpretation of the laws. Uniform interpretation is neces- 
sary to uniform enforcement. But I am not talking now about legal 
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functions but about administrative functions. It seems to me that 
your administrative functions ought to be coordinated at some point. 
’ Mr. Witson. Earlier in your testimony I understood vou to make 
the inference that it was a good thing to keep the collector's office sepa- 
rate from the comptroller’s s office so that there would be a check on each 
other: in other words, that it would be helpful to prevent corruption, 
and so forth. I thought T understood that from what you said. 

Mr. Srrupincer. That is true. 

Mr. Gary. That could still be done at the collector’s level. Tam: not 
advocating that but at the district level you could coordinate them all 
under one Commissioner who would have charge of all of them. 

Mr. Witsen, OF course, you have two separate departments, you 
might say, one running along this way and one that way and finally 
they come under one head. Of course, TI do not mean to infer that it 
could not be made an honest office, but the inference that T got was that 
keeping them separate was a check, one against the other. 

Mr. Gary. The check would not be coming from another source. 
The check would still be separate so far as the collectors are concerned. 
Mr. Wirson. You are right, Mr. Chairman: T see your point now. 

Mr. Gary. But the Commissioner would head up both of them and 
see that both did their duty. 

Mr. Witsen, I get your point. I think you are right. 

Mr. Srreptneer. May T make one comment in that respect, Mr. 
Chairman? We had no quarrel with the McKinsey Report with 
respect to a consolidation of districts, except in number. What we 
took exception to was the way they wanted to do it; 1m other words, the 
layering we did not think would pay off. What T mean by that ts 
this: It is entirely probable that we would have a better service if 
we had a lesser number of districts, and such a plan is being studied. 

Mr. Gary. But here you have 44 customs collection districts: you 
have 7 comptrollers’ districts; you have 9 customs agency districts, 
33 offices of appraisers of merchandise, and 9 custom laboratories. 
Nowhere are the districts uniform, but they overlap one another. 

Mr. Strupincer. 1 would like to make this point clear. The so- 
called housekeeping services are not performed by each one of these 
agencies. ‘Those have been consolidated. In other words, the payroll, 
the personnel records, the allotment of funds, the purchase of supplies 
and equipment, all of those things are done by one local office, in a 
central system for all of the different units of the Customs Service in 
that particular district. From the housekeeping standpoint they are 
consolidated. From the standpoint of purely technical functions per- 
formed they report directly to Washington. 

I would like to go just a little further. In any contemplated con- 
solidation on a regional idea, the laboratories, of course, would have 
to be taken into consideration. Person: ally I cannot see any advantage 
whatsoever in putting our laboratories under the collectors or under 
a regional head. The work they perform is purely scientific. It is 
directed from Washington by a very able chemist and engineer. We 
feel that the control in Washington by means of inspection, work 
reports and things of that kind has done a lot to keep them on the 
ball and keep them going. 

How much supervision or how much control would be had if those 
laboratories were attached to a district commissioner is very problem- 
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atical in my mind. I do not think we would have as effective control or 
as adequate supervision as we have today. 

Mr. Gary. That may be with respect to the laboratories. Of course, 
a laboratory is in a little different situation. But I cannot see why 
there cannot be better coordination of the work and I certainly hope 
that your steering committee will give very serious consideration to 
some consolidation of the functions of the various offices in the district - 
so that at some point there will be a coordination of the activities ani 
not have them report independently to Washington. It would seem tv 
me that they might get some very good ideas from the proposed re. 
organization of the Bureau of Internal Revenue. 

Mr. Srrvupincer. We have been studying that. 

Mr. Gary. Thank you. 

Mr. Canrretp. Mr. Strubinger, can Mr. Emerick and the customs 
agency inv estigate the collectors. the comptrollers and the surveyo) 
of New York? 

Mr. Srrupincer. Yes, sir. 

Mr. Canrtevp. Have there been any derelictions of duty reported / 

Mr. Srrusincer, It has been done in the past. 


NUMBER OF EMPLOYEES 


Mr. Canrievp. You tell us that the average number of full-time 
employees on the payroll for the fiscal year 1947 was 8,787 and that 
that number decreased in 1948 to 8,049; in 1949 to 7,929 and in 1950 to 

7,839, In 1951 your force was increased to 7,977 but was still 810 below 
the 1947 level. I take it from that, if you are allowed the additional 
positions you are now requesting you will still be below the 1947 level / 

Mr. Srrupincer. We will still be 410 below the 1947 level; yes, sir. 

Mr. Canrtetp. That is true notwithstanding the ever-increasing 
workload. 

PORT SECURITY 


I am keenly interested in this question of port security. As you 
know, this particular subcommittee has jurisdiction over all of the 
funds for the Coast Guard. You tell us today that on three ocassions 
in recent years you have requested the Bureau of the Budget for 
additional funds to hire what you thought. were needed employ ees ti 
promote proper port security. Each time your request was turned 
down. When you made those requests, were you fortified with recom 
mendations from the Defense Establishment or some part thereof / 

Mr. Strupincer. When the security program first came to the front, 
which was about a year and a half ago, I believe, we participated with 
the Coast Guard in the hearings before the Bureau of the Budge' 
where plans were made to enlarge Coast Guard personnel and Customs 
personnel, providing the time came when it was thought that those 
additional people were needed for purely defense purposes. 

At that time there was still a substantial number of vessels coming 
from countries behind the iron curtain and all of those vessels of 
course were highly suspicious as to what they might be carrying. Most 
of that traffic has today dried up. The Batory, for example, whic! 
made frequent trips in and out of New York for a period of about 8 or 
months after the proclamation by the President, was subjected to 
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long searches and delays in the outer harbor before it was permitted 
to come into the port. 

Mr. Canrievp. In fact, you sent scores of men aboard that ship; did 
you not ? 
’ Mr. Srrusincer. Yes, sir. Subsequently, the Batory stopped op- 
erating. There are very few vessels now of foreign flag—that is, of 
flags of nations behind the iron curtain—coming into the United 
States. However, there are American vessels and “vessels of the flag 
of friendly nations that touch upon ports of the iron-curtain countries 
coming to the United States. So we still have the problem except not 
to the degr ee that was contemplated at the time this thing first started. 

Mr. CanrieLp. Many of the members of crews of vessels now plying 
the seas and reaching our ports are known to be Communists; is that 
true? 

Mr. Srrusrncer. That is true. 

Mr. Canrievp. That is something you have to take into considera- 
tion? 

Mr. Srrupincer. That is true. 


SUPPORT FROM NAVY AND COAST GUARD 


Mr. Canrievp. I want to repeat my question, Mr. Strubinger, be- 
cause I do not think you answered it directly. When you applied for 
that additional help for port security, did you have the support of the 
Navy and the Coast Guard ? 

Mr. Srrustncer. I am sorry, I did not answer your question com- 
pletely. As time went on, the Department felt that we had not reached 
a point where an emergent situation existed, whereby we should ask 
for additional personnel primarily for port security purposes. So 
actually, answered your question directly, these requests that went to 
the Bureau of the Budget for additional port patrol officers did not 

carry the necessity of port security work as the sole justification. Dan- 
ger is always present because these vessels are touching at foreign ports 
and taking on seamen from abroad—there is always the need for 
additional security work. 

Mr. CanrieLp. In other words, pressure was not being put to you by 
the Navy and the Coast Guard ? 

Mr. Strusincer. That is right. We were not called upon, as it was 
thought in the beginning that we would be, to do that. 

Mr. Canrietp. Of course, conceivably that situation could change « 
ona moment's notice. 

Mr. Srruprncer. Yes. 

(Statement off the record.) 

Mr. CanrieLp. That is all. 


PRESIDENTIAL APPOINTMENTS IN THE CUSTOMS SERVICE 


Mr. Fernanpez. Mr. Strubinger, I think this may be already in the 
record, but I am a little confused about it. Would you mind enumer- 
ating for us all of the personnel appointed by the President ¢ 

Mr. Srrupincer. There are 42 collectors of customs: there are 5 
comptrollers of customs at the present time and there is 1 vacancy. 
[ think T should make the explanation there because T said there were 
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seven comptroller districts. One comptroller district, San Francisco, 
is headed by a career employee at the present time. 

Mr. FernaNnprz. But appointed by the President ? 

Mr. SrrupincGer. No, sir. There is one appraiser of merchandise 
and one surveyor of customs. 

Mr. Fernanpez. That makes 50 all told that the President may 
fill by appointment ¢ 

Mr. Srrupincer. That is correct. 

Mr. Fernanpez. What does the surveyor do / 

Mr. Srrupincer. The surveyor exercises direct supervision over tlic 
outside activities of the port of New York. 

Mr. Fernanpez. That does not tell us very much. 

Mr. Srrusineer. He is assisted by supervisory officers who are 
district deputies who have charge of a group of piers and has super 
vising Inspectors under him. He is assisted by baggage deputies and 
by cargo deputies. Actually it is an intermediate step between a co! 
lector and the outside activities, so far as supervision is concerned, 

Mr. Fernanvez. In other areas the same activities are carried on by 
collectors. 

Mr. Strupincer. By the collector and a career employee who super 
vises that particular activity for the collector. 


ENTRIES INTO UNITED STATES 


Mr. Fernanpez. In this morning’s statement you said that 92 
million people entered the United States in 1951. The table in last 
year’s record, at page 58, shows that in 194. there were 78,947,553 
entries; in 1948, 81,917,393, or about 3 million more. In 1949, there 
were 83, — or about 284 million more than in 1948. In 1950 there 
were 86,956,174 or about 314 million more. But in 1951 the difference 
is about 5 million over 1950, making a total increase between 1947 and 
1951 of 13,052,447, or about 18 percent. 

Now, does that figure include such entries as those made by visitors 
that crossed the line at El Paso or over into Canada on a short visit 
and return / 

Mr. Srrupincer. Yes, sir. 

Mr. Fernanpverz. And as to those there is very little that you do and 
the examination is rather cursory ¢ 

Mr. Srrvupincer. Very superficial, 1 would say, unless they are 
‘arrying something. 

Mr. Fernanvez. Would I be correct in assuming that the vast ma- 
jority of them are of that category ¢ 

Mr. Srrupincer. | would say a substantial portion of them are of 
that category. I believe that the chairman asked for those two dif 
ferent figures to be in the record and I shall furnish them. 

(The matter referred to appears on p. 163.) 


COLLECTION OF DUTIES 


Mr. Frernanpez. From the standpoint of revenue, your principal! 
duties are the collection of duties? 

Mr. Srrupincer. That is correct. 

Mr. FrernNanvez. Do you have a record anywhere showing how much 
you have collected, for instance, in 1951 ¢ 
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Mr. StrusineGer. I believe that is in the record. 

Mr. Fernanpez. From the table, I understand there was something 
like $809 million collected in 1951. 

Mr. Srrupincer. Yes. 

Mr. Fernanpez. Do you make any other collections of revenue 
besides that 4 

Mr. Srrupincer. That includes all types of revenues. 

Mr. FerNanpez. Not just customs duties ? 

Mr. Srrupincer. No. 

Mr. Fernanpez. I was trying to get them separated. 

Mr. Srruprncer. I can give you a breakdown for the record. That 
would show all types of revenue and fees, and that sort of thing, if 
you would like. 

Mr. Fernanpez. No; I do not think that is necessary. Would you 
mind estimating what portion of that is for customs collections, 
strictly revenue ¢ 

Mr. Gary. Suppose we ask him to put a breakdown in the record. 

Mr, Fernanpez. Very well. 

Mr. Srrupincer. I would prefer to do that. 

(The matter referred to is as follows :) 


Total customs collections—fiscal year 1951 


Duties and miscellaneous customs collections__-__-.-.--._------- $629, 967, 772 
Department of Justice__~-—~- CS eigenen ee ar Sey Meo mee 2, 160, 206 
Bureaw’ of Internal Revenue ......-.....2 uuu ..< iL. 176, 939, 581 
AOE tN a eee on Se Aaa enekse es 65, 733 

CoE, Tr a ee Rey gaa Ce Ont eee ee 809, 133, 292 


Mr. Fernanpez. Are the values of all diamonds and other things you 
recover included in that statement ? 

Mr. Srrupincer. No. 

Mr. Fernanpez. I think, Mr. Chairman, for the record, that we 
ought to be supplied with a tabulation, or, rather, an estimate of the 
total sums brought into the United States Treasury, directly or indi- 
rectly. 

Mr. Gary. The trouble about that is that they turn these diamonds 
over to General Services, and they do not know what has happened to 
them. That is what we are going to inquire into, to find out what 
General Services has done with them. 

Mr. Fernanpez. Directly or indirectly they go to the United States 
Treasury, or I should say to the Government, and I think the record 
could well reflect about how much that would be. 

Mr. Gary. If the Army is using diamonds with a value of $200 
or 8300 for industrial purposes, we will get those facts. 

Mr. Fernanpez. That is the reason I was asking the question, be- 
cause as I understand those recoveries are appraised and whatever the 
appraisal is we ought to have it. Then when General Services comes 
hefore us we can get an estimate from them on their appraisal and 
we can determine the facts for ourselves. 

Mr. Gary. You are asking not for the receipts from them, but you 
are asking an estimate on the value / 

Mr. Fernanpez. Yes. 


93930—52——138 
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Mr. Gary. We have asked you to give an estimate on the value of 
narcotics. I would like to have an estimate of these other items, such 
as gold, diamonds, and any other seized materials that you take in. 

Mr. Wison. May I be recognized for a statement—and this may 
be off the record. 

(Off the record discussion.) 

Mr. Frernanpez. Then, will you supply for the record a total esti- 
mate of what you have recovered, in dollars and cents’ Of course it 
would have to be an estimate, but T would like to have a statement 
in the record, item by item, separated, so much for diamonds, so much 
for marihuana, so much for fees that you have collected, and so much 
for automobiles. 

Mr. Srrupincer. Could T make this statement ? 

Mr. Frernanpez. Certainly. 

Mr. Srrusincer. There would be no difficulty at all in furnishing 
this information as to gold, diamonds, and narcotics: we can furnish 
those three items very well. But if you want us to furnish the value 
of all seized merchandise, it would involve a tremendous job, because 
there are literally thousands of seizures. 

Mr. Fernanpez. Could we limit it to those three items and auto- 
mobiles ? 

Mr. Srrupincer. Plus automobiles ? 

Mr. Fernanpez. Yes. 

Mr. Srruptncer. Yes, we can do that very readily. We obtain a 
list of the apparised value; all merchandise is appraised. 

(The matter referred to follows:) 


Value of seized automobiles, gold, diamonds, and narcotics—Fiscal year 1951 


Automobiles (appraised value) ~~ ~~----~--_-_- Sere meme) 
RGRDEaL SUING RIN Boe ls cr i i ee Sesame en 341, 499 
Diamonds (apparised value)—_~-_~_- SAE SE RENN ETe, Sa MS OPS MEMORIA! SY! 3. 
Narcotics: (Ui copter Taine) oo ec 1, 737, OSO 


Mr. Srruprncer. Now, Mr. Chairman, in response to Mr. Wilson’s 
suggestion: We have every diamond appraised, so we know the value 
of these diamonds, and we have appraisers who know the value of 
these diamonds, just as we know the value of gold, but there are thou- 
sands of other items, many of which are turned over to various gov- 
ernmental agencies for their own use, and it would involve a tremen- 
dous job to submit such a statement, because we do not have it in 
Washington. 

Mr. Gary. Do you keep some kind of an estimate of those values / 

Mr. Srrupincer. Yes; each one of them is appraised right after it 
is seized, but those papers do not come into the Washington office here, 
and there is no complete compilation made here. 

Mr. Gary. You could not even give us a miscellaneous-item list of 
appraisals without going into that ¢ 

Mr. SrruprNcer. The only thing we could do would be to give you 
the : a sed value of all seizures. We could do that. 

Mr. Gary. I think that would be helpful, and then give the specific 
information as to the diamonds, gold and narcotics. 

Mr. Srrusincer. Yes, that will be included. 
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(The matter referred to follows :) 


Seizures for violations of customs laws— Fiscal years 1949, 1950, 1951 


(Source: Annual reports of the Secretary of the Treasury on the state of the finances] 











Seizures . | 1949 1950 | 1951 
Automobiles and trucks: | j 
Number_. eae ents 441 146 450 
Value...... : : $518, 460 $398, 910 $444, 301 
Aircraft: | 
Number. .-- A A Sys 8 5 6 
Value... ; 2 ” } $206, S00 $13, 400 | $42, 500 
Boats: } 
Number. , . . 39 44 20 
Value__. = ; t ote a ae Ee $1, 702,984 | $2,822, 643 $1, 253, 036 
Narcotics: 
Number-. : _ satel a are 1, 269 1, 059 1, 024 
Value__. ; beaie $304, 686 $264, 841 $219, 558 
Liquors: | 
Number....-.-- : niceties ate 4, 901 4, 339 
ee as 32, 046 68, 238 
Value___ béebadoaduehaaes $369, 125 $968, 906 
Prohibited articles (obscene, lottery, ete.): 
Number. : ‘ z 2, 138 1, 787 | 1, 721 
Value... ae ease ten SRE TP ne eee $34, 783 $13, 430 $14, 450 
Other seizures: 
MuMper.<..-..- satesnis atotnsacaamen Sears 10, 923 7, 553 6, 634 
Value: | 
Cameras 7 ‘ a $7, 769 $32, 317 | $76, 136 
Edibles and farm products : 339, 740 29, 133 47, 777 
Fur—skins and manufactured. : 112, 606 12, 409 | 47, 809 
Guns and ammunition 20, 394 11, 222 16, 917 
Jewelry, including gems 504, 678 190, 057 1, 059, 199 
Livestock 25, 705 10, 562 10, 900 
Tobacco and manufactures of 31, 785 8, 578 9, 828 
Watches and parts ‘ 26, 344 279, 959 58, 194 
Wearing apparel f 63, O85 44,393 | 121, 626 


Miscellaneous : . 1, 403, 515 $44, 514 901, 453 
Total value of other seizures 2, 535, 621 1, 463, 145 2, 349, 839 
Grand total: 


Number !__ : : 19, 231 15, 784 3, 718 
Value 25 $5, 672, 459 $5, 359, 178 $5, 292, 590° 


1 The total number of seizures does not include the number of automobiles, trucks, aircraft, and boats 
seized, since these are frequently seized in connection with seizures of liquor, narcotics, ete. 


FEES 


Mr. Frrnanpez. Now, as to fees, can you give us some general idea 
what fees are included in that figure given in this table on page 111/ 

Mr. Srrupincer. Tonnage tax. 

Mr. Fernanpez. Is that a fee on the ship that you examine? 

Mr. Srrupincer. That is a tax assessed against the vessels that 
come into port, based on the net tonnage. 

Mr. Fernanpez. The vessel is not charged for the examination ? 

Mr. Srrupincer. No, there is no eXamination made. It is based 
on the documents, so much net tonnage. 

Mr. Fernanpez. I would consider that a tax and not a fee. 

Mr. Srrupincer. In that case it is a tax. 

Mr. Fernanpez. And not a fee. 

Mr. Srruprncer. But there are a lot of other fees—tea-testing fees. 

Mr. Fernanpez. Tea-testing fees / 

Mr. Srrupincer. A tea-testing fee that we collect for the Depart- 
ment of Agriculture. There are fees in connection with the issuance 
of documents of various kinds. For instance, we record the bill of 
sales or a mortgage; we issue an abstract of title. 
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Mr. Frernanpez. There is no fee for aircraft or vehicles, or any- 
thing of that kind? 

Mr. Srrupincer. No. 

Mr. Fernanpez. Which you examine as they come in, or anything 
of that nature? 

Mr. Srrusincer. No. 


FEES FOR ENTERING PASSENGERS 


Mr. Fernanpez. Of course, there is no fee assessed against passen 
gers that come in—they are also examined. 

Mr. Srrusincer. No. 

Mr. Fernanpez. If you charged a fee of 50 cents each for the 
92,000,000 it would pay for the entire operation of this bureau, would 
it not 

Mr. Srrupincer. It certainly would. 

Mr. Frrnanprz. How many do you estimate would be the number 
of foreign travelers coming into this country 4 

Mr. Srrupincer. I do not know, and I do not have any way of find 
ing out. 

(Discussion off the record.) 

Mr. Steminski. I will vield to Mr. James, if he will yield back to 
me when he has completed. 


COMPENSATION FOR ENFORCEMENT MEN AND FAMILIES 


Mr. James. Mr. Strubinger, do your enforcement men run the risk 
of losing their lives in the line of duty ? 

Mr. Srrupincer. Oh, yes. 

Mr. James. There have been instances of death by violence? 

Mr. Srruprncer. Yes, sir. 

Mr. JAMes. Is that a matter of considerable frequency ? 

Mr. Srrupincer. It has not been recently. I do not think we have 
had any deaths in recent years. 

Mr. Emerick. There has not been one since I came to Washington 
in July 1950. 

Mr. James. Is there any existing law, that provides for compensa- 
tion to the family of an agent who loses his life by violence in the line 
of duty? 

Mr. Srruprncer. There is no way of compensating them. How- 
ever, under the recent amendment to the retirement plan these eni- 
ployees are given a much more liberal retirement than men engage« 
in other lines of civil service. They are entitled to retire at the age 
of 50, after 20 years’ service, which is much more liberal than thie 
ordinary Government employee has. 

Mr. James. But does that extend to the family ? 

Mr. Srrupincer. Yes, it does; the survivor gets the benefit. 

Mr. James. The survivor does get it ? 

Mr. Srruprncer. Yes. There is no outright payment at the deat! 
of theemployee. You are correct on that. 


USE OF SEIZED MERCHANDISE 


Mr. James. On the question of diamonds, the chairman has stated 
that the committee is going into that matter further. I think it would 
be a very wise thing for the committee to know what actually does 
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happen to those diamonds. There is the possibility of substituting a 
s2 industrial diamond for a $250 gem diamond, when it gets down the 
line to some industrial concern to whom the Government has supplied 
scarce materials, such as industrial diamonds from its stockpile, we 
will say, for tools, or for any other purposes. Certainly the safe- 
guarding of confiscated gem diamonds is something we ought to look 
into. 

However, there appears to be no way in which the Government can 
recover anything like the real value of such gem diamonds, unless it 
goes into the jewelry business, and we do not want to get the Govern- 
ment into any more business than it is in now. 

My thought about that is that these things should be kept off the 
market entirely, even if it is necessary to deposit them in safekeeping 
just as we do gold. I cannot see any reason for turning them over to 
the General Services, or any other agency of the Government. 

Mr. Sreminskt. There is no suggestion to put them on the market ? 

Mr. Emerick. There is no objection. 

Mr. Stemrnskt. Could we not get the maximum value, certainly 
more than for their use for industrial purposes ? 

Mr. Srrustncer. Mr. Chairman, I hope I have not left the impres- 
sion that Customs never sells this merchandise. It is sold; there are 
many sales of seized merchandise. Diamonds are handled differently, 
I suppose they are handled differently because there is a definite pur- 
pose for that. 

Mr. Gary. We will take that up with General Services. 

Mr. Srrunincer. The law makes provision to whom the merchandise 
is being turned over. 

Mr. Gary. Yes. 

Mr. Frernanpez. The court has authority to pass on that. 

Mr. Gary. Seized property is evidence in the case and the court 
which has jurisdiction of the case also has charge of the evidence. 
I know that is true in the State of Virginia. When bootleg liquor is 
seized or any material is confiscated, the court has charge of the dis- 
posal of it, and it can turn it over to a hospital or it can do whatever it 
pleases with it. In some cases the court orders that it be destroyed. 

Mr. Steminskr. That happens to be the law. 

Mr. Gary. Of course, we can change it. 

Mr. Stemrinski. That is the point I had in mind. 

Mr. Gary, At the present time I imagine it is up to the courts. 


MISCELLANEOUS ITEMS ON FEES 
Mr. James. Mr. Strubinger, under the term “Miscellaneous items” 
would that take in such things as valuable objects of art and paintings, 
and that sort of thing? 

Mr. Srruvincer. Well, it would depend. For instance, if there was 
an attempt of someone to smuggle in some art object, or whatever it 
might be, into the United States, or some false declaration of its value, 
it would be subject to seizure. And probably, unless there is some 
request by a Government agency, it would be put up for public sale. 

Mr. James. It is put up for public sale? 

Mr. Srrupincer. Yes. 

Mr. James. Who would do that? 

Mr. Srruprncer. We do that ourselves. 
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Mr. Witson. May I interrupt to ask if you could tell the committee 
what happened to the McKinsey pictures and photographs that were 
being brought in by the McKinsey report ? 

Mr. Srrupincer. Most of them were released. 

Mr. Witson. They were released to Dr. McKinsey ? 

Mr. Srrusrncer. Yes. 

Mr. Wirson. What happened to the rest of them ? 

Mr. Srruprncer. As far as I know, we are still holding some. 

Mr. Witson. Eventually they will be released / 

Mr. Srrupincer. Yes. 


COORDINATED EFFORT TO REACH TOP OPERATORS 


Mr. Steminskr. I would like to make this other observation, be- 
cause I am greatly impressed with what you are doing in the way 
of providing for security and protection of our Nation. I asked the 
Coast Guard on my recent trip to Europe, and I asked the Secretary 
of the Treasury, and I am asking you, as well as Commissioner An- 
slinger, to do everything you can to stop the flow of illicit merchan- 
dise. Iwas impressed today with your statement of how these people 
get off so easily, indicating there must be some top ring working. 
Do you think possibly there is a world-wide hook-up on this proposi- 
tion of the movement of gold, opium, and diamonds? You recail in 
discussions on our recent trip, I asked about reaching the top in 
illicit operations now affecting scarce materials, such as copper, rub- 
ber, and tin, as well as the movement of gold, opium and diamonds. 
You are working with the Coast Guard and other members of the 
Treasury Department toward breaking this possible ring up; what 
are vou doing at the management level on this? 

Mr. Srrvupincer. We certainly are working on it. That is the 
reason Why we have established these positions in Paris and other 
countries. I asked about that on a recent trip. We hope, through 
this man’s contact in Europe, with the CTA, with the International 
Police Organization, and with any other enforcement agency that 
he may find, to work our way into what we term “the backfield of 
this organization,” instead of having to deal all the time with carriers. 
And, we are trying to find out, as quickly as we can, who is respon- 
sible for financing this double-dealing in gold and diamonds. 

And we hope that eventually we will be successful in that. work. 

Mr. Sreminskt. In the Appendix of the October 20 issue of the 
Congressional Record there is a statement by me that gold was flow- 
ing to India and diamonds were coming into this country, and of 
course, opium was going all over. Some big “cuties” seem involved in 
those deals. It looks like there is a pretty ‘well organized effort, and 
I hope you can get that out and expose it for the benefit of our country, 
as well as for those we are supporting with our economic aid. 

I assure you that I would be perfectly willing to work out leg- 
islation to provide an Economic Intelligence Agency in the Treas- 
ury, second to none in scope and operations around the globe. Loy- 
alty to trade winds is good but not at the expense and harm of in- 
nocent people. 
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LANGUAGE CHANGES 


Mr. Gary. Mr. Strubinger, will you please insert in the record a 
statement explaining the reasons for the language changes? 

Mr. SrrupinGer. Yes. 

(The matter referred to follows :) 


LANGUAGE CHANGES 


The appropriation language changes recommended consists of (1) changes 
of budgetary amounts and (2) deletions of unnecessary language as requested 
by the House Committee on Appropriations in its report on the Treasury Depart- 
ment Appropriation Act, 1952. 


AUTOMOBILES 


Mr. Gary. What is your picture with respect to automobiles? 

Mr. Srrupincer. We are asking for the replacement of 50 auto- 
mobiles. 

Mr. Gary. Are you asking for any new cars at all? 

Mr. Srruprncer. There will be no additional new ears. 

Mr. Gary. I meant additional cars. How many do you have 
altogether ? 

Mr. Srrupincer. We have 678 automobiles at the present time. 

Mr. Gary. How old are the cars that you are asking to replace? 

Mr. Srruprncer. They will all be at least 6 years old, or will have 
had more than 60,000 miles on them, unless they have been wrecked. 

Mr. Gary. Are you using any seized cars? 

Mr. Srruprncer. Yes, we have used them at all times, if they are 
in condition to be used. 

Mr. Gary. How many seized cars do you use, on the average, in 
your department ? 

Mr. Srrupincer. We usually use any car that is in good shape. 

Mr. Gary. How many did you use in 1952, for example, or in 1951? 

Mr. Strrupincer. Yes. I will be glad to get that information for 
you. 

Mr. Gary. Just supply it for the record. 

Mr. Srrupincer. Yes. 

Mr. Gary. Including the number of seized cars used. 

Mr. Strruprncer. Yes. 
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(The matter referred to follows;) 


Seized vehicles which were forfeited during the fiscal year 1951 and assigned for 
customs official use 





l j a Nl 
| | | = 
Make Model! Type | Condition | Customs office to which assigned | Offic: 


| 


} numbs 


| | 
Chevrolet | 1946 Truck Good ‘ollector of customs, Boston, Mass 
Ford-Mercury....-.-| 1946 |.- Sy a ee ‘olleetor of customs, Detroit, Mich 
Chevrolet : 1948 do | Collector of customs, Galveston, Tex__} 
Cadillac 1948 | Sedat i}...do ce do | 
Ford ---| 1948 | Truck j...do ...| Collector of customs, Laredo, Tex 
Plymouth 1948 | Se do do ~ z 
Dodge 1949 | Truck__. do do 
Studebaker 1949 | do Collector of customs, San Diego, Calif. | 
Plymouth : 1948 | Sedan___. do Supervising customs agent, El Paso, | 
| ie 4 
Mercury : 1949 |_. do do do 
Buick 1947 | Sedanette |__.do do 
Do 1950 do Excellent do 
Do | 1949 ..do . Very good | Supervising customs agent, New Or- | 
leans, La. 
Chevrolet 1949 Sedan | Good do | 
Monarch 19499 | C lub do Supervising customs agent, New York, 
| coupe. NW: YY: 
Fontiae 1947 | Coupe |__.do Supervising customs agent, San Fran- 
ciseo, Calif. 
Do cs 1950 | Sedan___._} ..do €0.... 
Dodge _| 1948 | Truck . do _.| Collector of customs, Charleston, S. C. 


ORGANIZATION OF Customs Bureau 
WITNESS 
HON. JOHN S. GRAHAM, ASSISTANT SECRETARY OF THE TREASURY 


Mr. Gary. Mr. Graham, we have had a very excellent presentation 
of the budget requests of the Bureau of Customs. In fact, it has been 
the most satisfactory that has been made before this committee since 
I have been a member of it. Certain facts have developed during the 
hearings today that I think ought to be brought to your attention, 
and to the attention of the Secretary of the Treasury. The Treasury, 
working in conjunction with this committee back in 1947, had a survey 
made of the Bureau of Customs by McKinsey & Co. The McKinsey 
Report recommended the establishment of certain regions in the Bur- 
eau of Customs. We understand that the recommendation was con- 
sidered by a steering committee appointed in the Treasury Depart- 
ment, and that it was rejected. 

That action appears a little inconsistent with the recommendation 
that the Treasury is now presenting to the Congress in connection 
with the reorganization of the Bureau of Internal Revenue. The 
Bureau of Customs has 44 customs collection districts; they have 7 
comptroller districts; they have 9 customs agency districts; the) 
have 33 offices of appraisers of merchandise; they have 9 customs 
laboratories. Apparently none of the districts coincide. The collec- 
tors are appointed by the President with the advice and consent of 
the Senate. The customs surveyor is appointed by the President and 
has an office in New York. There are controliers of customs, ap 
pointed by the President with the advice and consent of the Senate. 

The appraisers are entirely independent of the collectors. The in 
spectors are independent of the collectors, and probably they should 
be. But it does appear to this committee that at some point there 
should be a coordination of these activities and possibly that point of 
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coordination might be at the regional level, and that you might have a 
regional office with a regional commissioner and these various other 
officers under that regional commissioner. 

Without committing itself to the reorganization plan that has been 
submitted to the Congress for the Bureau of Internal Revenue, this 
committee thought that the services rendered by this Bureau and by 
the Bureau of Internal Revenue are not dissimilar, and that the Treas- 
ury Department might reconsider the action taken with respect to the 
regional offices for the Bureau of Customs, restudy the problem and see 
if some improvement cannot be made in a reorganization of the Cus- 
toms Bureau. Would you like to comment on that / 

Mr. Granam. Mr. Chairman, I want to thank you very much for 
the kind words you have spoken concerning the presentation here by 
the men from the Bureau of Customs. I want to assure you that I 
have tried to work closely with them. I think they are doing a fine 
job. I admit I am a little bit biased, but I thank you for your kind 
statement. 

I think vour knowledge of customs, Mr. Chairman, is well indicated 
by the way you have read off the services. They are just about as you 
have indicated. I subscribe to the observation you have made as to the 
sister services, and as to the plan of the Bureau of Internal Revenue as 
submitted to the Congress. I should think it would be entirely appro- 
priate for us to consider and submit to the Congress a similar plan for 
this Bureau; we would be very happy to do some work looking toward 
that end. 


COMBINED GPERATIONAL ACTIVITIES 





Mr, Gary. The suggestion has been made that one of the reasons 
for turning down the recommendation of the McKinsey report was 
that a legal office was set up in connection with each region. ‘This 
objection may be a valid one because I know that uniformity of legal 
interpretations throughout the United States is necessary to secure 
uniformity of law enforcement. You could have regional offices, how- 
ever, without a legal or technical staff in each region. You could 
still maintain your legal and technical staffs in W ashington. 

Mr. Canrrevp. May I say, Mr. Graham, that I am very happy that 
so many of the McKinsey report recommendations have been accepted 
and have been put into operation by the Bureau. It is certainly 
gratifying to this committee to have the Secretary and yourself come 
down before the committee 5 year after year and bear this testimony. 
This committee in 1947 instituted this survey, and, you may recall, 
wrote into the bill that the engineering survey company should be 
named by the chairman of the House Committee on Appropriations, 
the chairman of the Committee on Appropriations in the Senate, and 
the Secretary of the Treasury. 

Mr. Granam. I would like to say also, Mr. Canfield, that I know 
you have been a very strong supporter of the Customs Service, and 
we feel you have done a great deal to encourage and help these men 
to go along and get the job done. They are loyal men. It has been 
my observation that they are loyal, and they have not only taken the 
McKinsey & Co. recommendations which came out of the report, but 
ihe Congress appropriated money, the Eightieth Congress, and you 
know there are a great many things that do not show up on the board, 
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but they have been interested in following the suggestions made by 
this committee. 

Mr. Canrieip. I am pleased to have these reports, and the report 
made here today is the best we have had in some time. 
Mr. Steminskt. Could I make this observation, Mr. Chairman ? 
Mr. Gary. Yes, Mr. Sieminski. 


PUBLIC RELATIONS 


Mr. Steminskt. With respect to public relations, I wonder if it is 
not. possible to make available some of the fine material for com- 
mercial-film presentation that exists in the Treasury Department / 
You have materials that provide some very fine background for fine 
motion pictures and television shows. The Army Engineers were 
slammed Jast spring on the floor of Congress. Twentieth Century- 
Fox, is now at work with a film on the Army engineers. 

You are doing some fine things in dealing with narcotics and also 
some great work in customs and other allied activities in the Depart- 
ment. You can create a preventive atmosphere that will result in 
reaction, favorable reaction by the American people that will enable 
you to maintain faith in the integrity of the Treasury Department, 
and the United States Government, in spite of some of the few 
serious derelictions that have come to light, if you could have some 
of these things put before the public on how you are handling your 
job. 1 think it would be very beneficial and instructive and would 
serve a useful purpose to the Nation if you could call on some of 
the producers, just as the Army engineers have done, and have them 
come here and get background for motion pictures and television 
presentation, Get your punch in now, 

(Off the record discussion. ) 

Mr. Canrietp. Before you go, Mr. Secretary, I would like to add 
to the record that Mr. Emerick has very ably presented to us today 
an accounting of his stewardship. 

Mr. Grauam. Thank you. Now, may I make this observation to 
the gentleman from New Jersey | Mr. Sieminski]: there was a Chrys- 
ler program which had key men used, which IT think was taken over 
by Borden. I do not happen to have a television myself, but I was 
told they put on a very good program. At least, I want to thank you 
for your observation and we will see what we can do. I think you 
have presented a very fine idea. 

Mr. James. I would like to go on from that point and say that 
the program is very good indeed. 

Mr. Granam. Thank you. 

Mr. James. And it is based on actual cases, I understand, actually 
in your files. 

Mr. Grauam. Yes. 

Mr. James. I have seen three or four of them, and I regard them 
as excellent programs. 

Mr. Granam. Thank you. 

(Discussion off the record.) 

Mr. Gary. Gentlemen, we are very much obliged to you. It has 
been a very satisfactory hearing. 
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Mr. Gary. The Committee will come to order. We take up this 
morning the budget estimate for the Coast Guard. The Coast Guard 
has four separate requests, so, before we insert any of the tabular in- 
formation m the record, we will hear from Admiral O'Neill. I 
assume, Admiral, that you have a general statement you would like 
to make. 

Admiral O’Neiwn. Yes, Mr. Chairman. 

Mr. Gary. We will be glad to hear from you at this time. 
Admiral O'Newwn. Thank you. 











GENERAL STATEMENT 





Mr. Chairman, the Coast Guard appropriation request for 1953 
totals $258,850,000. This figure compares with $227,422,000 appro- 
priated for the current fiscal year. Increases requested for 1953 in- 
clude an amount of $8,741,000 for “Operating expenses” to continue 
on a full year basis the military readiness program initiated in 1952 
and not hitherto included in the annual appropriation requests ; 
$1,226,000 for increased cost of maintenance of equipment; an increase 
of 82,150,000 over the amount appropriated in 1952 for “Reserve train- 
ing’: an additional $953,000 for “Retired pay”; and an increase of 
$2,775,000 for “Acquisition, construction, and improvements. ” Par- 
tially offsetting these increases is a reduction of $4,123,000 for “Oper- 
ating expenses” due to decrease in expirations of salsa nt contracts 
in 1953. The net increase in this 1953 appropriation request, com- 
pared to 1952 appropriations, is $11,428,000. 















OPERATING EXPENSES 





Under operating expenses, pay and allowance, transportation, main- 
tenance, et cetera, the 1953 estimates for “Operating expenses” as in 
1952 have been prepared on an activity basis under four activities: (1) 
“Search, rescue, and law enforcement”; (2) Oper ations of aids to 
navigation”: (3) “Operation of ocean stations”; (4) “Port security. 
Estimates under this heading for 1953 total $196,250,000, an increase 
of $5,550,000 over the amount appropriated for 1952. No increase in 
the general level of operations is reflected in these estimates. 
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ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


The amount included for capital expenses under the heading “Acqu: 
sition, construction, and improvements” represents an increase of 
$2,775,000 over that provided for the current fiscal year. Of tlic 
$21,000,000 requested, $12,500,000 is required to provide for the acqui- 
sition of aircraft to replace overage and obsolete planes now in use. 
Acquisition of these aircraft is essential if the Coast Guard is to carry 
out its search and rescue missions. This project is part of on orderly 
aircraft replacement program designed to maintain operational effec 
tiveness of Coast Guard aviation. 

The estimate also includes two items totaling $4,984,675 for estab- 
lishment of loran chains. These projects are a part of a program 
designed to fulfill requirements in loran specified by the Joint Chiefs 
of Staff, the total estimated cost of which is approximately $34,000,000. 

The figure I gave occurs as $40 million in the copy of the statement 
that has been handed to you, and was drawn up, based on the earlier 
and first estimate of the long-range program. After we had time to 
reconsider the figures, the amount totaled approximately $34 million, 
and that change has been made. 

Subject to the availability of funds, the Coast Guard plans com- 
pletion of the entire program during fiscal year 1956. 

Remaining projects in this category provide for establishment of 
various aids to navigation and replacement or improvement of various 
floating and shore units. All projects have been selected with consid- 
eration of future as well as present needs, and all are considered im- 
portant to effective implementation of the several Coast Guard fune- 
tions. 

RESERVE TRAINING 


For “Reserve training,” an increase of $2,150,000 is being requested 
to expand the scope of the program of training over that which can 
be supported by the present, limited $1,850,000 program. 


RETIRED PAY 


The estimate for “Retired pay” represents an increase of slightly 
under $1,000,000 over the appropriation for fiscal year 1952, attrib- 
utable to an expected increase of 476 in the average number of persons 
to be carried on the retired list. 


OPERATING PROGRAMS 


There is no material difference in Coast Guard operations in 1953 
over that of 1952, in which the military readiness program was pro- 
vided for in the Supplemental Appropriation Act, 1952. 

My comments on Coast Guard operations will be confined generally 
to a résumé of the operating programs, including the expansion for 
military readiness. 


SEARCIT, RESCUE AND LAW ENFORCEMENT 


During the current year the search and rescue activities of the Coast 
m . 
Guard will be augmented to meet Defense Department requirements 
by the assignment to nine strategic locations in the Atlantic and 
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Pacific Oceans of six ships of the DE class, one patrol boat, and 24 
aircraft and operating personnel. This program is part of the mili- 
tary readiness expansion of the Service. It 1s proceeding satisfactor- 
ily, according to schedule, and will be essentially completed in the 
current fiscal year. As you are aware, the Navy Department is pro- 
viding the DE’s and reconditioning them for this duty and are simi- 
larly providing operative planes. 

In furtherance of a program initiated several years ago with the 
consent of this committee, the Coast Guard is presently engaged in 
keeping the Illinois waterway open to petroleum barge traffic during 
the winter ice season. This application of a general duty of icebreak- 
ing to a named body of water was this year specifically requested by 
the Defense Transport Administration as a part of the defense pro- 
gram of the Nation. It is anticipated that a similar request will be 
made next year and allowance is made in these estimates to cover such 
an operation. 

AIDS TO NAVIGATION 


The 1953 program is essentially the same as that for fiscal year 1952. 
Additional loran coverage over the Gulf of Alaska will be inaugurated 
in February of this year and this will link the present west coast cov- 
erage With that of the Aleutian Peninsula, giving continuous Pacific 
coast navigational aid from west of Attu to the Mexican border. The 
funds for the site surveys of the southeastern Alaskan chain and the 
purchase of equipment was originally appropriated in fiscal 1951, 
and the money for construction of stations in the current year. 

The five mobile loran equipments to meet Department of Defense 
requirements in the Japanese area authorized in the Supplemental 
Appropriation Act of this year have been procured and locations in 
Japan determined. It is anticipated that these stations will be in 
operation before the end of the fiscal year. 


OCEAN STATIONS 


During the year the Coast Guard continued to operate the five and 
two-thirds ocean weather stations in the Atlantic prescribed by inter- 
ational agreement. In September, in accordance with plan, the three 
being operated in the Pacific were increased to five. The ships author- 
ized by this committee for the increased operations are not all presently 
in the schedule, as the overhaul of these vessels, which is a Navy De- 
partment task, has been somewhat delayed. By putting existing ves- 
selsin the Pacific area on a rigorous schedule, however, the Coast Guard 
was able to take over Station VICTOR from the Navy practically on 
schedule and to inaugurate operation of Station QUEEN. The addi- 
tional DE’s for the ocean stations are being worked into the duty as 
rapidly as overhaul, shakedown, and training are concluded, including 
special military readiness training. All vessels will be in the rotation 
schedule by April. 

The 1953 program included in these estimates is the same as presently 
being operated. Through the Chief of Naval Operations the Com- 
mander in Chief, Pacific, has requested an additional station for the 
Pacific, which request has been approved by the Air Coordinating 
Committee. However, the request for funds for such a station is still 
before the Bureau of the Budget, which has not, as yet, sanctioned its 
establishment. 
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PORT SECURITY 


This activity covers the port-security program initiated in October 
1950 under the authority of Public Law 679, Eighty-first Congress. 

During the year significant steps have been taken in bringing ac- 
tively under the port-security problem the cooperation of local au- 
thorities, as well as private interests, thus providing a means of mak- 
ing this undertaking a common enterprise and not exclusively a Fed- 
eral responsibility. One method contributing to this end has been 
the establishment of a port-security council in a number of ports 
under the leadership of the Coast Guard but composed principally of 
persons who, for various reasons, have a vital interest in the port 
area and its protection. 

The construction of the 40-foot picket boats for patrol of certain 
harbors is drawing to a close. A large number of these boats have 
been delivered and are in operation protecting the water fronts. De- 
tachments for the guarding of restricted areas through which mili- 
tary defense assistance material is being shipped have been estab- 
lished. Further explosive loading details have been set up. A large 
percentage of the personnel of these detachments and details, both 
officer and men, have been put through special training at the Provost 
Marshal’s School of the Army at Camp Gordon, Ga.; through the 
explosive loading school of the Navy at Port Chicago, Calif.; or 
through the University of Illinois, Urbana, Il. 

As of December 28, 1951, 225,000 seamen now hold validated docu- 
ments, and 39,000 authorizations are in field offices awaiting issuance 
to seamen. Field offices have issued port-security cards to shipping 
personnel in the order of 133,000 and it is planned to have issued a 
total of 230,000 port-security cards by the end of the fiscal 1952. 


MILITARY READINESS PROGRAM 


As authorized in the Supplemental Appropriation Act, 1952, a gen- 
eral increase of on-board personnel is being made to 163 floating units 
and certain aircraft units located outside the continental limits. The 
increase is programed for completion in the last quarter of fiscal 1952, 
with the objective of attaining an optimum level of training prior to 
the second quarter of fiscal 1953 and will permit the incorporation of 
the Coast Guard into the Navy in the event of a full emergency, ready 
to do its part. 

RESERVE 


The Coast Guard is required to serve with the Navy in time of 
emergency or war, assuming certain duties and responsibilities, the 
performance of which is in no way a duplication of duties assigned 
to the Navy. Immediately following mobilization orders, the Coast 
Guard is expected to expand its port security, search and rescue, in- 
shore and offshore patrols, beach patrols, aids to navigation in home 
and forward area waters, weather stations, and other specialized 
duties. 

The Coast Guard must develop and train a Reserve force which 
will be available for call to active duty upon notice of mobilization. 
Selective Service would not be able to furnish the Coast Guard with 
enough personnel in the short period immediately following mobiliza- 
tion, since the needs of our service would be for specially trained 



























































205 


personnel at that time. Any manpower so obtained would not be 
available for special duties for at least 12 weeks because of lack of 
training. 

The Reserve training program provides training for organized 
training units in port security, duty afloat, aids to navigation, and avia- 
tion activities in connection with the discharge of the responsibilities 
set forth heretofore. A training program is included for volunteer 
training units covering general line duty, engineering, pay and supply, 
legal, and intelligence activities. In addition, provision is made for 
the training of Inactive Reserve personnel not attached to one of the 
above units by providing short periods of active duty for training at 
schools, on board ship, and at shore establishments. A well-rounded 
correspondence course program will be available to all interested re- 
servists in fiscal year 1953, in addition to the training program cur- 
ricula set forth above. Briefly, the Reserve training program in- 


‘cludes the following training activities. 


Port security: Weekly drills and two weeks active duty training 
(includes radiological and chemical defense, fire fighting, explosives 
loading, and water-front security). 

Duty afloat: Weekly drills and two weeks active duty training, (+n- 
eludes vessel components for search and rescue, inshore and offshore 
patrols for search and rescue, antisubmarine warfare, and manning 
ocean station vessels for weather reporting). 

Aviation: Semimonthly drills and 2 weeks’ active duty training, 
(includes training for search and rescue and antisubmarine warfare, 
and other special “duties). 

Operation of aids to navigation: Weekly drills and 2 weeks’ active 
duty training (includes training for home waters and forward areas). 

Miscellaneous: Reserve Officers Candidate School, correspondence 
courses, selective-service liaison, service administration, merchant 
marine safety. 

The appropriation of $1,000,000 for fiscal 1951 enabled the Coast 
Guard to organize a training division to set up and inaugurate a 
small Reserve training program. The fiscal 1952 appropriation of 
$1,850,000 provides training on an enlarged scale to a greater number 
of participants. The request for $4,000,000 will provide adequate 
training along the lines mentioned above to an estimated 1,221 office rs 
and 4,746 enlisted men. This will mean that by the end of fiseal 195: 
the Reserve strength of trained personnel ready for an emergenc 7 
will be approximately 2 5 percent of the military requirements, 

The Coast Guard Reserve is divided into two classes: First, those 
officers and enlisted personnel receiving some sort of training, either 
in organized units, volunteer units, or on the basis of individuals re- 
ceiving short periods of active training duty or participation in cor- 
respondence courses, Whom we consider our Ready Reserve; second, 
those members who wish to remain on an inactive status but are 
willing to serve in the Coast Guard in time of war, who are considered 
a Standby Reserve. The latter is valuable in an all-out mobilization 
in time of war, as they would require only refresher training to qualify 
them for assignment in their specialties. 

The amount requested for Reserve Training is a necessity if the 
Coast Guard is to build up its Reserve to meet the immediate require- 
ments imposed upon the service in the event of an all-out emergency, 
and I should again like to stress the importance of this factor. 
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MANAGEMENT IMPROVEMENT 


The Coast Guard has continued to push for the improvement 0! 
operating efficiency and economy. The basic approach in this effor' 
is to emphasize it as a command responsibility—starting in my ow: 
office ed carrying right down the line to each commanding officer and 
through each command to every officer in the service. 

Our efforts of the past few years to develop better tools with which: 
to manage the service are now proving their value. Headquarters has 
been reorganized to provide the most modern alinement of staff serv- 
ices and facilities. The Assistant Commandant now functions as a 
Chief of Staff. As such he coordinates a group of specialists in all 
phases of management control. Since last reporting to you, we have 
established the Office of C omptroller of the Coast Guard under whicli 
we centralized the fiscal and business management operations. The 
Comptroller has completed the installation of our modernized account- 
ing system, one of the most advanced in the Government. This sys 
tem, I am pleased to report, is now yielding periodic operating state- 
ments comparable to the financial data available to the heads of any 
large business organization. Armed with this information, we ex- 
pect to be able to establish accountability for results and identify 
weak spots with a speed and effectiveness never before achieved in the 
Coast Guard. Already this is creating a cost consciousness that I do 
not believe would be otherwise attain: ible and: Fam extremely optimis- 
tic about what this is going to mean in added effectiveness in perform- 
ing our mission. 

Similarly, 1 wish to advise that the installation of our new supply 
system is for all practical purposes completed and functioning. Cen- 
tralized stock control now receives and digests monthly inventory 
and usage figures from which proper distribution with minimum in- 
ventories result. To complete the pregram, aviation installations and 
headquarters units are presently being brought into the supply system 
and their integration should be ¢ omplete «d by the end of this year. 

Thus two of the most basic recommendations of the Ebasco Services. 
Inc., survey report have been put into effect. Although some adminis- 
trative problems relative to obtaining the maximum currency and 
accuracy of accounting results still exist, there will be a continuous 
refinement of detailed procedures to produce the financial data re- 
quired. Thus, it is felt that the supply and accounting programs as 
such have been materially completed. The Coast Guard has arrived 
at the point where time can be devoted to aggressive use of this valu- 
able data by management instead of consideration of the ways and 
means in which the data can and should be developed. 

The special funds obtained from the President for management 
engineering studies of the Coast Guard yard and general personnel 
management by the firms of Booz, Allen & Hamilton and C 'resap, 
McCormick & Paget, have proved very beneficial. The yard has been 

reorganized, The new commanding oflicer is taking extensive action 
on the recommendations of the report. I have designated an experi- 
enced engineer under the Engineer-in-Chief at Headquarters to follow 
up on all phases of the yard program. One of the basic points that 
was highlighted by this study was the need for more complete utiliza- 
tion of the excellent yard staff and plant. We are achieving that. 
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Productive volume is up and overhead is dropping. I recently in- 
spected a new assembly line at the yard for the production of 40-foot 
steel boats for Coast Guard and Navy that would do credit to any 
industrial plant in the country. : 

The other survey on personnel management was broader in scope— 
embracing the entire Service. It served to crystallize a number of our 
personnel problems in a way that would have been extremely difficult 
for us to do ourselves and also produced personnel-management tools 
which are of continuing value in our management surveys. 

I would not want to leave this subject of management efficiency 
without commenting on the response we are receiving from the officers 
and men and civilian employees of the Coast Guard. The deeper 
we get into our many management projects, the more I am convinced 
that it is this question of acceptance by the entire organization that 
finally gets the result. The response we are receiving is uniformly 
one of most intense interest in doing a better job. Moreover, as the 
various incentive programs authorized by the Congress continue to 
take hold, I think that the response will grow in intensity. 

The above covers, in a general manner, an explanation of the esti- 
mates we are presenting today. IT and my staff will be glad to elabo- 
rate on any phase of the estimates that the committee may care to 
explore in detail. 





















OperATING ExpPENSES 






Amounts available for obligation 














1951 actual | 1952 estimate | 1953 estimate 













Appropriation or estimate | $154, 600, 000 | $190, 700,000 | $196, 250, 000 
Transferred to “Damage claims, Office of the Secretary of the 
Treasury,”’ pursuant to Public Law 253 —19, 500 
Adjusted appropriation or estimate 154, 580, 500 190, 700, 000 196, 250, 000 
Reimbursements from other accounts } 229, 507 250, 000 250, 000 
Total available for obligation | 154, 810, 007 190, 950, 000 196, 500, 000 
Unobligated balance, estimated savings — 5, 499, 629 
Obligations incurred 149, 310, 378 190, 950, 000 196, 500, 000 
Comparative transfer to ‘Reserve training, Coast Guard’’___ —984, 914 
Total obligations _- : ‘ 148, 325, 464 190, 950, 000 196, 500, 000 











Obligations by activities 





Description } 1951 actual | 1952 estimate | 1953 estimate 










Direct Obligations 





1. Search, rescue, and law enforcement. .-- i $64, 790, 913 $82, 036, O81 $87, 510, 783 








2. Operation of aids to navigation. ._ 48, 937, 030 54, 882, 855 55, 360, 481 
3. Operation of ocean stations for meteorological and other 

services. ___- ; 21, 335, 570 32, 437, 546 32, 983, 157 

i; hOUE Canoe sec ann cco sess ‘ ; : 13, 032, 444 21, 343, 518 20, 395, 579 

Total direct obligations... __- : Gs 148, 095, 957 190, 700, 000 196, 250, 000 








Obligations Payable Out of Reimbursements From Other | 
Accounts | 








Services performed for other agencies. _-- eore 229, 507 250, 000 250, 000 





py a re j 148, 325, 464 190, 950, 000 196, 500, 000 













93930—52——14 














Obligations by objects 


Object classification 1951 actual | 1952 estimate | 1953 estimate 


Summary of Personal Services 


Number of permanent positions: 


Military : : 29,159 | 35, 141 | 35,115 
Civilian. _- : : 3, 289 3, 358 | 3, 286 
Total number of permanent positions ‘ 32, 448 | 38, 499 38, 401 
Full-time equivalent of all other positions: Civilian__. 85 104 | 104 
Average number of all employees: } ey 
Military ; 26, 940. 5 32, 332.0 | 35, 115.0 
Civilian . 3, 134.5 3, 230. 5 3, 214.1 
Total average number of all employees Sade’ 30, 075. 0 35, 562. 5 38, 320.1 


Average salaries and grades: 
General schedule grades: 
Average salary a $3, 678 | $4, 068 | 


Average grade GS-5.3 GS-5. 3 | 


Crafts, protective, and custodial grades: 





Average salary ; : ee as $2, 676 | $2, 998 
Average grade ; oak CPC-3. 4 CPC-3. 4 
Grades established by head of agency: 
Average salary ees $2, 881 $3,217 | 
Average range (lighthouse keepers) ..|$2, 798 250 |$2, 7O8-$3, 250 
266 $3, 367 





Ungraded positions: Average salary 


Personal service obligations: 
Permoanent positions: 








Military r : $76, 953, 848 
Civilian é x ree 10, 648, 385 
Part-time and temporary positions 357, 523 
Regulor pay in exeess of 52-week base 
Night-work differential: Custodial 2. 326 
Overtime and holiday pay : 22, 656 
Marine inspection (46 U.S. C. 382b 36, 735 
Additional compensation above basic rates for keepers 
(Publie Law 143, SIst Cong 143, 439 147, 100 
Territorial cost-of-living allowance 53, 964 65, 705 | 


Total personal service obligations 88, 218, S76 110, 474, 223 


Direct Obligations 





01 Personal services 
02 Travel 
03 Transportation of things 
04 Communication services 
05 Rents and utility services 
06 Printing and reproduction. 
07 Other contractual services 
Services performed by other agencies 
OS) Supplies and materials 
09° Equipment 
0 Lands and structures. 
2 Pensions, annuities, and insurance claims 
3) )6 Refunds, awards, and indemnities 
5 Taxes and assessments 





0, O00 
63, 800 | 
37, 000 
9, 447 





Subtotal a 148, 136, 926 190, 739, 720 
Deduct charges for quarters and subsistence _. 10, 969 39, 720 


Total direct obligations ‘ . al 148, 095, 957 190, 700, 000 


Obligations Payable Out of Reimbursements From Other Accounts 





01 Personal services 63,380 50, 000 
02 Travel 1, 052 

03 Transportation of things 30 : 
04 Communication services 41965 : . 
05 Rents and utility services__. 9, 799 10, 000 
07 Other contractual services | 34, 33 50, 000 
OS Supplies and materials.____- 63,411 80, 000 
09 Equipment 57, 005 60, 000 


Total obligations payable out of reimbursements from 


other accounts __ 229, 507 250, 000 | 


Total obligations 148, 325, 464 | 190, 950,000 | 











































$4, 103 


GS-5. 4 






$2. G08 


CPC-3.4 







$3, 217 
$2, 798-$3, 250 
$3, 367 













$104, 239, 49) 
11, 734, 487 
483, 500 

31, 510 

3, 000 

30, 000 

42. 500 









151, 722 


67, 494 









116, 783, 704 





116, 733, 704 
5, 319, 502 
3, 812, 357 

S49, 195 
1, 395, 108 

563, 012 

210, 950 

210, G59 

615, 655 

Q18, G57 

240, 000 

363, S00 
37, 000 


9, 52¢ 
























196, 289, 721 
39, 720 












196, 250, 000 








50, 000 










10, 000 
50, 000 
SO, O00 
60, 000 









250, 000 











196, 500, 000 











ite 


115 
2sh 
401 
104 













209 





Analysis of expenditures 










195! actual 1952 estimate | 1953 estimate 

















Unliquidated obligations, start of year. -.......-..-----------!- $25, 313, 090 $28, 663, 090 
Obligations incurred during year___- _.| $149, 310, 378 190, 950, 000 196, 500, 000 
Transfer of unliquidated obligations from “Miscellaneous 

accounts, Coast Guard,’ Scena to Public Law 759, Sept. 

2 ee ees scat =a e : aoe 17, 692, 902 



















167, 0038, 225, 163, 090 





280 216, 263, 090 | 





es Deduct: 

Ro 2eimbursable obligations Pd eet 229, 507 250, 000 250, 000 
Unliquidated obligations, end of year a 25, 313, 090 28, 663, 090 29, £13, 090 

Adjustment in obligations of prior years ES 7, 681, 571 t : 








Total expenditures Seans be oes 133, 779, 112 187, 350, 000 195, 700, 000 









Expenditures are distributed as follows: 
Out of current authorizations - _- : MEE ey eee 126, 613, 908 162, 036, 910 167,036, 910 
Out of prior authorizations___- 4 4 Re a 7, 165, 204 25, 313, 090 28, 663, 090 







Mr. Gary. At this point we will insert page 287 of the justifications, 
which covers the operating expenses for the fiscal vear 1952. 
(The matter referred to follows:) 






Analysis of appropriation base for fiscal year 195. 









Regular appropriation, 1952 act. eS RS Se Ee ee ee ee $162, 700, 000 
Supplemental appropriation for 1952 -_-..----.-.--__---------_--- 28, 020,000 


Total appropriation, 1952_-______- OPs Cree ret a ieke 1190, 700, 000 











Reductions : 






Search, rescue, and Jaw enforcement_—~_~--- ~~~ $11, 615, 197 
Operation of aids to navigation ~~~ 2, 985, 967 
Operation of ocean stations____..__-._-_____-__- 1, 3835, 676 
Port security ; eos isin cot) | Baas 





PU eect et bk ete ee ee ees ond Oe | ee ee 















Additions: 








Search, rescue, and law enforcement _.~-------. 9, 949, 267 
Operation of aids to navigation________-_-____--_ 6, 955, 186 
Operation of ocean stations___.._..---___-_____ 6, 398, 930 
Lh) bs Qe ae ee eee ce See Cee ee ieee Lee 1, 729, 482 
Tore... ee ee ee ne ieee Se Ne ae ee OE Ra 
Adjustment in base__ PASS RAL Ls a fot t Nak a ED one al REO e eS 4, 323, 477 
Appropriation base for 1953 ear ene ctw OD, CEO aee 
Increase over appropriation base for “195 oT ee ee eer Re ee a ee ee 1,2 226, 523 







Appropriation estimate for 1953_..._._.......__-.-____.___- 16 16, 250, 000 


Increase or decrease from total appropriation, 1952 ~_~--____ 5, 500, OOO 






1 Does not include supplemental for civilian pay increase. 
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Comparison of appropriation base with appropriation estimate for 1953 








Appropriation base »prop on esti > 
Appr et ates ase | ay proy _ hp stimate | Se nv ee a 
95% 


Activity —— er as (aR 


} "erage » “Zi | , a | 
| Average Amount | Average | Average 


positions . | positions | | positions | Amount 


Amount 


Search, rescue, and law en- | 
forcement $85, 793, 893 | $87, 510, 78: +$1, 716, 8 
Operation of aids to naviga- | | ‘ 
tion ‘ baa 293, 130 atta 5, 360, 481 ! +1, 067, 35 

Operation of ocean stations for | | 
meteorological and other | | | 
services 34, 485, 802 =---| 32,083, 157 | 
Port security PA Fe 20, 450, 652 i 20, 395, 579 | | 
Tota! ‘ 38, 329. 1 95, 023.477 | 38, 329.1 196, 250, 000 4 
Adjustments in base | —2. 766.6 , 323, 4/7 2, 766. 6 +4) 323, 


Total, appropriation | 
1952 and appropria- | | | 
tion estimate for 1953_) 35, 562. S| | 1 190, 700, 000 | 38, 329.1 196, 250, 000 2, 766. 6 | 5, 550, 000 








! Does not include isiedaiien mental for civilian pay increase 


Mr. Gary. From this statement it appears that the total appro- 
priation for operating expenses for 1952 was $190,700,000; your re- 
quest for 1953 is $196,250,000, an increase of $5,550,000. 

The appropriation for 1952, however, does not include a proposed 
supplemental appropriation for civilian pay increases. Do you have 
an itemized statement covering the increase of $5,500,000 2. 


INCREASE DUE TO MILITARY PROGRAM 


Admiral Ricumonp. Essentially the increase is brought about be- 
cause of a full year’s operation, largely due to the military program, 
as contrasted with the partial year’s operation in 1952. 

Mr. Gary. How much pay increase do you have in this program? 

Admiral RicumMonp. There is no pay increase, because the pay in- 
crease came too late to be put in. The pay increase for 1953 would 
have to be made in a supplemental. These estimates were made up 
and presented before the act increasing the civilian pay passed. 

Mr. Gary. You do not have any estimate at all for the pay increases ? 

Admiral Ricumonp. Not included in these estimates. That act 
passed in October. 

Mr. Gary. Yes; the act was approved on October 24. 

Admiral Ricumonp. Increasing civilian pay, and that is not in- 
cluded in the estimate. The estimates were prepared prior to that 
time. 

Mr. Gary. And the estimates before us do not include the pay 
increase 4 

Admiral Ricumonp. These estimates were presented to the Bureau 
of the Budget before October 24—may I correct that statement. It 
is in here. For 1952 we were within the estimate and absorbed the 
c ivilis mm pay increase, and the increase for 1953 over the 1952 pay will 
be $58,537. In other words, the 1953 base, which is the 1952 appro- 
priation, is increased by $58,537. The actual increase brought about 
by the increased pay act is $750,000. The amount absorbed in 1952 was 
$684,927. For 1953 the $750,000 is the amount brought about by the 
civilian pay increase. 
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Mr. Gary. Does that mean that the estimated pay increases for the 
vear 1953 is $750,000 2 
’ Admiral Ricumonp. Yes. 

Mr. Gary. You have absorbed $684,927 of that ? 

Admiral Ricumonp. We absorbed fiscal 1952, and the net increase 
for 1953 is $58,537, 

Mr. Gary. Does that-mean you will absorb all but $58,000 in 1953 ? 

Admiral Ricumonp. It depends upon what you mean by the word 
“absorb.” The estimates are made up against the 1952 estimate as a 
base. Since there was money enough in 1952 to absorb the increase, 
the only increase over the 1952 base we are asking for for 1953 is the 
$58,000. 

Mr. Gary. That presupposes you are going to absorb all the increase 
except $28,000 in 1953 ¢ 

Admiral Ricumonp. That is right, depending upon what you mean 
by absorb. 


MILITARY PAY INCREASE 


Mr. Gary. Does the 10-percent military pay increase bill, which 
was passed by the House of Representatives yesterday, apply to your 
military personnel ? 

Admiral Ricumonp. Yes; it does. 

Mr. Gary. Obviously that is not included in this estimate. 

Admiral RicumMonp. That is right. 

Mr. Gary. If that passes the Congress, as it has been presented, ap- 
proximately how much will that add? 

Admiral Ricumonp. Approximately 10 percent of the pay in- 
creise—— 


Commander Anger. It will be approximately $11 million. 
PORT SECURITY PROGRAM 


Mr. Gary. Do you have the port security program expenses included 
in this estimate ? 

Admiral Ricumonp. That is right. We do not have a separate 
appropriation for port security; it is all a part of the operating ex- 
penses, therefore it is included in this item. 

Mr. Gary. Admiral, will you give us an outline of the operations 
of the port security program at the present time / 

Admiral Rictiotonp. Mr. Chairman, as you know, we were author- 
ized 500 officers and 4.200 men to conduct a limited port security pro- 
gram in 10 major ports of the United States and in 4 fields of activ- 
ities. Those four fields consisted of, first, screening the merchant 
seamen to eliminate any subversives; screening of dock workers for 
the same purpose, to eliminate any subversives; to protect all port 
areas in the 10 ports through which MDAP cargo moves; and, fourth, 
the control of Apert for explosive loadings. 

That program entailed the recruiting and getting aboard of that 
number of officers and men and a certain amount of training. It also 
entailed the setting up of facilities for the housing of the personnel in 
these various areas and it has been done in the cities for the 10 ports 
mentioned. In some places it was necessary to take over other Gov- 
ernment facilities, and in some places we have put in quarters, but the 


















212 


program has gone forward with varying degrees of speed in particular 
areas; some ports have lagged behind others. 

In addition, the training of the personnel has presented a problem. 
We have put a large number of the personnel through the Arm) 
provost marshal’s school at Camp Gordon; a large number of person. 
nel through the Navy’s explosive loading school at Port Chicago, 
Calif., and nearly as many through the fire-fighting school run by the 
University of Illinois, where they provide a short course—these were 
referred to in the commandant’s statement. 

The training, I would say, is today essentially completed. There 
is still a class in the officers’ school at Camp Gordon. We are stil! 
putting people through the school at Port Chicago, Calif. From now 
on the training will be, essentially, only the personnel coming in, but 
the bulk of those passing through the schools will be materially cut 
down. Now, as far as the work in the areas—last week I went up to 
New York to see just how far we have progressed, and I think probably 
you can get a better idea of what is being done if I will describe the 
work at New York, because it is largely the same there as in other port 
areas although not 100 percent. 

Mr. Gary. Let me ask you if you think it would be helpful to the 
committee to look over that set-up ? 

Admiral Rictrwonp. We would be very pleased to have you do so. 

Mr. Gary. The committee is planning a trip to Philadelphia and 
to New York for the purpose of looking over the mint in Philadelphia 
and the customs set-up in New York. If the Coast Guard could have 
someone to go along with us, while we are looking at customs, it 
seems to me that we could easily dovetail the two, and look over the 
port security program at the same time we are visiting customs. 

Admiral Ricionp, We would be very happy to have you look 
it over. 
OPERATION OF NEW YORK INSTALLATION 


TI would say that in New York the installation, by personnel and 
facilities, is roughly 70 percent completed to date—between 60 and 70 
percent. We have two bases there. We have extended our facilities 
at what is known as pier 9. I do not know that you visited pier 9 
when you were in New York before. We originally had some facili- 
ties there; which we have enlarged now. We have approximately 
250 men working out of pier 9, and the balance of the men will be 
quartered in facilities we have taken over from the Public Health 
Service—they were getting out of them—on Ellis Island. 

The port facilities operate under the captain of the port. In other 
words, he has general command of the whole area, and it operates this 
way: They have divided the area into the Jersey side and the New 
York side down the middle of the river, and the pier 9 personnel covers 
the New York-Manhattan area, and Brooklyn: and the Ellis Island 
facilities will cover the Jersey area, Bayone and Staten Island on the 
west side of the river, if you take the Hudson as the dividing line. We 
will eventually have 30 boats, 40 feet, for patrolling the port—they 
presently have 20, 15 proceed out of base 9, and 5 from Ellis Island. 
They are running regular patrols to guard against fire or sabotage. 
Obviously, with that number of boats to cover such a large area, all 
it is isa patrol problem, pure and simple. 



































Now, as far as the screening program, they are also under the cap- 
tain of the port, and the seamen, as indicated in the commandant’s 
statement. 'T hroughout the country now we have issued some 225,000 
validated seamens’ “documents : so they have been pretty well screened. 

The stevedore problem is still with us, but it is hoped by the end of 
this fiscal year we will have 225,000 stevedores screened. As far as 
explosive. loading is concerned, the boats are going down to Leonardo 
to supervise loading at the Navy ammunition depot. They are cover- 
ing most of the shipments of explosives of a dangerous character out 
of there. They are also covering C laremont—and in fact, there is a 
great deal of loading of jet fuel, gasoline particularly, in packaged 
form, as distinguished from fuel going in tankers, passing through 
Claremont. They are sending it out in 5-gallon jerry cans, with jet 
fuel and gasoline in them. 

As far_as the actual patrolling of the area, the MDAP cargo in 
the New York area, that to date is in the process of study for this 
reason: Experience to date has shown that the majority of the MDAP 

cargo all goes through the port of embarkation—I say the majority, 
exc ept the loads moving in small amounts, which are moving across 
any number of piers. 

We are presently conducting a survey of the owners and operators to 
find out how much MDAP cargo in small lots is moving over particu- 
lar facilities. ‘The present indications are that they have received 
about 20 percent of replies from the operators and as soon as they 
have enough to go on, they will attempt to cover all loading of MDAP 

cargoes that are sufficiently large to warrant special-guard procedure. 

The captain of the port has the authori ity, under the Executive order, 
to deny any vessel access to the port or to take any vessel away from a 
dock that he has reasonable reasons to believe would be dangerous to 
the port area, 

Now, at this point I should like to go off the record. 

(Otf-record discussion. ) 


COORDINATION OF COAST GUARD-CUSTOMS WORK 


Mr. Gary. To what extent are the activities of the Coast Guard and 
Customs coordinated in this defense program ¢ 

Admiral Ricumonp. The whole program of trying to prevent the 
importation of subversive materials is coordinated with Customs. As 
a practical matter I would say that the direct cooperation, in a physical 
Way, comes in this way: that the boarding of a suspicious vessel is done 
by Customs, but at the same time our people—the captain of the port, 
has a represent: ative board the vessel to assure him that the vessel is 
safe to come in. 

In addition to that, if there is any reason to believe that the vessel 
is suspicious, but not sufficiently so to deny her access to the dock area 
then Customs have our whole cooperation in special inspection activi- 
ties at the unloading of the vessel. 

In addition to that, there have been cases where Customs utilizes the 
Coast Guard personnel to aid in their inspection because it becomes a 
common effort to avoid the importation, or unloading, of anything of a 
subversive nature. 
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NOTICE OF VESSELS ARRIVING AT PORTS 


I might mention one other thing that I did not mention before. 
That is that we are essentially dependent upon the Customs for ac- 
vance notice of the arrival of vessels at the various ports. In other 
words, as it is today, most of the advance notice of the arrival of any 
vessel coming in is through the operator or the agent, although Cus- 
toms checks them if they do not get advance notice. Let me put it this 
way. Let us say that the Cunard Line is bringing in a freighter. The 
Cunard Line manager or the representative in the office will call Cus- 
toms and tell them that such and such a vessel is due to arrive off 
Ambrose at such and such a time. Usually they give this notice 24 
to 36 hours before the arrival of the vessel and that, in turn, is sent 
directly to the Coast Guard; so that we are prepared. 

Of course, there is no guaranty, if a vessel is going to attempt to 
enter surreptitiously that we will get advance notice—there is nothing 
in this that would prevent any vessel entering surreptitiously. In ad- 
dition to that, of course, the customs check that information against 
such information as they have from Lloyd’s on schedules of arrival. 
But we do not get the information direct from the operators because 
it is now coming into customs and we avail ourselves of that informa- 
tion. In other words, there would be duplication if we required the 
same thing. And to that extent that represents an additional burden, 
because they have to pass the information on to us after they have 
gotten it. 

In addition to that, after the vessel makes its arrival and passes up 
the Narrows, they report that to us. 

Mr. Gary. The fact is that port security is a very difficult thing to 
enforce under any circumstances ? 

Admiral Ricumonp. Under any circumstances and particularly at a 
time like the present. 

Mr. Gary. When we are not engaged in a general war. 

Admiral RicuMmonp. Yes. 

Mr. Gary. And yet the port-security program did work satisfac- 
torily during the last war. 

Admiral Ricimonp. It was a much easier problem then. In the 
first place, you have more men available to you. And then you do not 
get into the question of interfering with private interests. Let me put 
it this way: A private citizen will accept the interference in time of 
war as one of the trials and tribulations of war. Of course, if we 
stopped every truck entering a port area now, which you might have to 
do in wartime, pretty soon you would have all the truck owners and 
the businessmen complaining because you were interfering with their 
deliveries. In ‘peacetime it is a very difficult situation to try to get 
effective port security. 

Mr. Canrietp. May I ask one question for purposes of continuity, 
Mr. Chairman 4 
Mr. Gary. Yes. 


COLLABORATION WITH CUSTOMS 








Mr. Canrietp. Admiral, if customs insisted that they needed more 
men to do the right kind of a job in port security, you would be ex 
tremely interested, would you not? 
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Admiral Ricumonp. We definitely would be interested. 
Mr. Canrrevp. And if customs went before the Bureau of the 
Budget to plead their cause for more men, would you be notified? I 
ask that question in view of your close liaison with them, and the 
importance of your working together. 

Admiral Ricumonp. I would say the answer to that is “Yes.” I 
do not think it has come up yet, so I cannot say specifically. 

Mr. Canrietp. The reason I ask that question is this—— 

Admiral RicuMonp. I understood the question, Mr. Canfield. 

Mr. Canrretp. Customs tells us that they have made three direct 
requests of the Bureau of the Budget for more people. My next 
question is, Have you been notified to make your comment thereon 
to the Bureau ? 

Admiral Ricumonp. No. We have had no request for comments 
with respect to Customs’ request. 

Mr. Gary. That request was a part of their request for regular 
force, but they considered that they needed them for port security. 

Mr. Canrretp., Colonel Johnson, do you have a comment to make 
on that ? 

Mr. Jounson. Mr. Chairman, if the Bureau of Customs were to 
present a request for additional port patrol officers purely for the 
purpose of further implementing the port security program in col- 
laboration with the Coast Guard and other Government agencies, 
the Coast Guard of course would be requested to give their views 
—_ erning the matter. However, the estimates refer ‘red to yesterday 
by the Bureau of Customs were not presented on the basis that they 
were primarily related to port security, but were necessary to imple- 
inent to a greater degree their normal port patrol functions. 

Mr. Gary. Asa matter of fact, they do not handle their port security 
activities with special men, they use their regular force. When they 
inspect a ship, to determine whether or not its merchandise has been 
declared properly, they, at the same time, inspect it for explosives 
that might be coming in. 

Mr. Jounson. That is quite right. 

Mr. Gary. That isa more effective way to do it; is not that correct ? 

Mr. Jounson. That is quite right. I think, as Admiral Richmond 
has pointed out, while there is no distinction in their force between 
the two operations because the same men perform both, they are being 
asked to make a more thorough search. 

Mr. Canrietp. The chairman himself recalled for the record the 
fact that they are being given special training in studies on port 
security. 

Mr. Gary. That is the regular force. 

Mr. Fernanpez. My recollection of the testimony is that the patrol 
people we are talking about now are not included in the estimate be- 
cause the Bureau of the Budget did not approve the request for them. 
Is not that what they testified to? At any rate, that is my recollection 
of it. 

Mr. Jonnson. May I go off the record for a minute or two? 

Mr. Gary. Yes. 


(Statement off the record.) 
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SHIPS THAT TOUCH SOVIET PORTS 


Admiral Ricumonp. I might add one thing to what T have already 
said. You recall that I mentioned that any vessel, United States or 
otherwise, which had touched a Soviet port was given special atten- 
tion by the customs when the vessel was being unloaded. Just as an 
indication, in New York, the average is between 30 and 40 vessels a 
month at present. In other words, there are 30 or 40 vessels entering 
New York Harbor monthly that have touched and probably loaded at 
a Soviet or satellite port. That is an indication of the increasing 
workload on customs. 

Mr. Gary. And those vessels are given additional scrutiny by cus- 
toms; and to that extent the ordinary activities of customs are 
increased ¢ 

Admiral RicumMonp, That is right, sir; that represents additional 
workload. 


RETURN OF ICEBREAKERS FROM RUSSIA 


Mr. Gary. Admiral O'Neill, vou made some reference to ice break- 
ing. It seems to me I read in the paper the other day that we have 
gotten some wind back from Russia in addition to that which is being 
turned loose at the United Nations Council. Did the Russians not 
return the Vorth Wind or the West Wind during this last year ? 

Admiral O’Nemci. There were two icebreakers returned. They 
were delivered by the Russians at Bremerhaven I think it was last 
December. Are they the ones you are referring to / 

Mr. Gary. Yes. 

Admiral O’Neiti. Those are to be brought to this country—those 
two icebreakers. 

Mr. Gary. Those are the Vorth Wind and the West Wind? 

Admiral O’Neiii, Yes; the old North Wind. 

Admiral Ricumonp. That is the original North Wind. 

Mr. Gary. How many of those vessels did you lend to the Russians? 

Admiral O'Nemn. There were three. 

Mr. Gary. How many have they returned ¢ 

Admiral O’Nemn. They have returned all three now. They re- 
turned one about 2 years ago or a year and a half ago. 

Mr. Gary. At the time they returned that one, they said the others 
were frozen in the Arctic and could not be delivered ¢ 

Admiral O'Nem., Yes, sir; that is a typical statement by those peo- 
ple. 

Mr. Gary. Now they have delivered the other two? 

Admiral O’Neiti. Yes, sir. 

Mr. Gary. Have they been turned over to the Coast Guard? 

Admiral O'Nem., No, sir; they have not as yet. The Navy took 
charge of them over in Bremerhaven and they are to be brought back 
to this country. I do not know whether they have sailed with them 
or not. They were to make voyage repairs at Bremerhaven, just 
enough to get them back to this country. 

(Discussion off the record.) 
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CONDITION OF SHIPS RETURNED 










Mr. Gary. Do you have any definite information as to the condition 
of the vessels at the time they were returned / 

Admiral O’Nein. We do not have definite information about the 
machinery, but the ship that was returned about a year and a half ago 
was in rather bad shape. Her machinery and her auxiliaries, and so 
forth, were in bad shape and I believe the Navy spent something like 
$1,200,000 reconditioning her. 

Admiral Ricumonp. The first reports were that the condition was 
bad, but I think that was based on outward appearances. They were 
painted black and looked pretty dirty on the outside. I have here 
translations of some German newspapers which say that the first officer 
aboard said that they looked pretty good. Again, that has nothing 
to do with the condition of the machinery, so nobody will know until 
we get them back. 

Mr. Gary. Those ships require powerful machinery for ice-break- 
ing activities do they not ? 

Admiral Ricumonp. Yes. 

Mr. Gary. These vessels as I recall, are similar to the vessel that 
this committee inspected when we visited Alaska in 19494 

Admiral Ricumonp. They are exactly the same. The one the com- 
mittee was on was the replacement vessel for the one that we have 
just gotten back from the Russians. With the return of these vessels, 
that means the United States will have with the recommissioning of 
these, seven icebreakers of this type. If the plan indicated by the 
commandant is carried out the Navy will be operating four and the 
Coast Guard three. 



























RUSSIANS RENAMED SIIIPS 





Mr. Canrieip. According to this article, the Russians had re- 
named the ships? 

Admiral Riciemonp. Yes. 

Mr. Canrrevcp. How long did they have them / 

Admiral Rrcumonp. They took them in the latter part of 1944 or 
the early part of 1945. They were varying dates. The vessels orig- 
inally cost about $13 million. I doubt whether they could be rebuilt 
today for much under $25 million. 

Mr. Canrteip. Durng that period of time when they were in the. 
hands of the Russians, you were handicapped in your ice-breaking 
activities; you felt the need of them several times? 

Admiral Ricumonp. Yes; although the need has become more 
apparent in the last 2 or 3 years. There was not too much activity in 
the Aretic region or the Antarctic region in 1946 and 1947. Of 
course, the North Wind, the one that the committee was on in Alaska, 
took part in the operation High Jump and was instrumental in that 
operation in getting the Navy submarine out of the ice. Probably 
there was a good chance that it would have been lost if they had not 
had the icebreaker. The Navy icebreaker was not available for that 
expedition. 

I might say for the information of the committee that they are being 
used on a regular work schedule now as distinct from expeditions as 
they were in 1947 and 1948 in that with the establishment of weather 
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stations in the Arctic areas and several large operations in that are 
the icebreakers are required every summer up there now both to servic 
the facilities and to get vessels through that are carrying supplies. 


NEW ACCOUNTING SYSTEM 


Mr. Gary. This committee has been very much interested in thi 
development of your new accounting system. I wonder if you coulk 
vive usa very brief outline of the progress that has been made in that 
field 4 

Admiral Rrenmonp. IT think, with the committee’s permission, wi 
would rather have the man who was responsible for deve set it giv 
the account. Mr. Gary I think could do that better than anyon 
else, , 

Mr. T. J. Gary. Mr. Chairman and gentlemen, this is the fourt} 
vear I have had the opportunity to appear before vou gentlemen i 
discuss the sea: Huprovement program of the Coast Guard 

For the last 3 vears we have been mostly telling vou of the plans 
we have had for developing the system and telling you what we ex 
pected to produce. IT want to take this opportunity to say that 1 
appreciate the confidence that the committee has shown in us, in that 
for the past 3 years they have gone along with our program and 
actually, from the sts indpoint of being able to see any tangible benefits, 
there was very little to be seen, 

This past vear has been a year of rounding out the program and 
of realizing the objectives which we had soueht when we began this 
program 3 or 4 years ago. Specifically, during the last year, as 
Admiral O'Neill indicated, we completed the installation of the ac 
counting system throughout the entire Coast Guard, the last instal 
apa ese i” been made on May 1, 1951. 

Also. as Admiral O'Neill indicated, we. as a part of a total reor 
eanieation of headquarters, established the office of comptroller and 
under that office there was placed the responsibility for all fiscal 
functions, 

Specifically, under the comptroller, there are included accounting. 
internal auditing, budgeting, and cost analysis, the production of 
operating statistics and supply. 


FIRST FINANCIAL REPORT 


Recently we produced the first complete financial report of the 
Coast Guard, which was prepared from the accounting system that 
was Installed. That was repared for the month of August 1951. The 
latest report that we have prepared is the report for the month of 
November 1951, and T would like to make available to the committee 
copies of this report. 

T should also like at this time, with your permission, to insert in the 
record three letters: one being a letter dated November 16, 1951, from 
the Commandant to the Secretary of the Treasury, transmitting the 
first report that was prepared. Another, a letter of November 28 from 
Mr. Foley, Acting Secretary of the Treasury, to Mr. Warren, the 
Comptroller General, transmitting a copy of the report to him. And 
third, a letter dated December 29, 1951, from the Comptroller Genera! 
to the Secretary of the Treasury, both commenting on the report and 
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the accounting job that has been done and also finally approving ofli- 
cially the accounting system as it has been installed in the Coast Guard 
which, as you gentlemen know, was installed with the active coopera- 
tion of the Comptroller General, the Secretary of the Treasury, and 
ihe Director of the Bureau of the Budget as a part of the joint program 
for improvement of accounting in the Federal Government. 

(The matter referred to is as follows :) 


NOVEMBER 16, 1951. 
Hon. JOuUN W. SNYDER, 
Secretary of the Treasury, 
Washington, D.C. 

My Dear Mr. Secrerary: This month marked the end of the third year since 
the United States Coast Guard’s accounting-improvement program was inaugu- 
rated. Because of your interest in, and support of, our program you have, of 
course, been kept currently informed of the substantial progress that has been 
made throughout this 5-year period. However, as you are well aware, an under- 
taking of this nature is such that a considerable period must elapse before any 
tangible evidence is available in a form that will of itself bear testimony to the 
improvements that have been accomplished. Iam both happy and proud that the 
Coast Guard has now reached this stage in the development of its accounting- 
improvement program as evidenced by the first financial report prepared from 
the new accounting system, a copy of which is attached. 

This report covers the 2-months’ period ended August 31, 1951. The financial 
data contained in the report demonstrate not only the feasibility but the prac- 
ticability of obtaining costs that are both useful to management and in accord 
with modern budgeting concepts properly integrated with the legal and opera- 
tional needs for data required to control expenditures and other commitments 
within the limits of appropriations made by the Congress, 

Each of the two types of data has its place in the administration of a Govern- 
ment agency. Both are shown in the attached report, together with a statement 
showing their relationship to each other (schedule I1I-7, p. 25). The summarized 
data shown in the report are supported with respect to costs by statements show- 
ing the cost of each unit operated by the Coast Guard and by appropriation with 
statements showing the status of each allotment made to every administrative 
allotment unit. These detailed reports are available in headquarters and in each 
district office and headquarters unit to which they respectively relate. It is this 
underlying detailed information which will be most useful in the day-to-day 
management of the Coast Guard’s financial affairs. 

[ believe that this report is a significant bench mark not only insofar as the 
Coast Guard’s management-iniprovement program is concerned, but also in rela- 
tion to the joint program for the improvement of accounting in the Federal 
Government which was translated into law by the Budget and Accounting 
Procedures Act of 1950. To am fully aware that the modernization of our ac 
counting and financial reporting was greatly facilitated by the close coopera- 
tive relationship with those who are engaged in carrying out the joint account- 
ing program which has existed from the inception of the Coast Guard's account 
ing project Tam also deeply apreciative of the svmpathetic understanding and 
support that we received from the Congress. We were proud that you and your 
colleagues in this program as well as the members of the congressional com- 
mittees involved had the confidence in our undertaking to permit the testing 
and development of principles and policies which could have wider application 
throughout the Federal Govertiment. [ ami sure that you will share our deep 
sense of satisfaction that the principles and policies that were jointly developed 
have been proved to be soundly conceived and practicable in their application. 

Despite the tremendous strides that have been made in making the Coast 
Guard’s accounting serve as a tool of management, it is realized that the job 
is not completed. As pointed out in Captain Eskridge’s letter transmitting the 
report to me, there are some rough edges in the form of lack of a current status 
and accuracy of some of the figures that need to be ironed out during the next 
few months. Our internal audit program has just gotten under way and it will 
require some time to completely develop this program in proper coordination 
with the requirements and procedures of external andit. Perhaps the most 
important consideration yet to be faced is the manner in which the financial 
data produced from the accounting system may be used most effectively for 
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management purposes with proper regard to its integration and coordination with 
ing statistics and budgetary requirements. Finally, it is recognized that 
the Coast Guard must conduct a continuous program for the refinement and im 
provement of accounting and fiscal policies, principles, and procedures if the 
financial data obtained from its accounts and records are to continue to tb 
responsive to the needs of management throughout the years to come, 

Any coniments or suggestions which you may wish to make regarding the 
ttached f report will be appreciated. 
Very truly vours, 


hanewai 


Mirtin O'NEILL, 
View Admiral, United States Coast Guard, 


Commandant, 


TREASURY DEPARTMENT, 
Washington, November 28, 1951. 
Ilo LINDSAY C. WARREN. 
Comptroller General of the United States, 
Washington, D.C, 

My Dear Mr. Warren: As vou know, the United States Coast Guard for the 
past several years has been developing and installing a new accounting system 
to provide the best possible financial information and control for the manage 

ent of Coast Guard operations. We in the Treasury Department have always 
iat this project was of special importance since it is one of the first major 
conversions of accounting undertaken within the framework of the policies and 
objectives of the joint program to improve accounting in the Federal Government 

Phe Commandant of the Coast Guard has advised me that the work has reached 
the stage at which accounting results are being translated into useful financial 
reports I feel sure you will be interested in the enclosed copy of the Com 
mandant’s letter to me on this subject and in a copy of the first financial report 


“lunder the new system, 





E. H. Forrey, 


tceting Neerctary of the Treasury. 


COMPTROLLER GENERAL OF THE UNTTED STATES, 
Washington 25, December 29, 1951. 





Phe honorable the SECRETARY OF THE TREASURY. 

My Dear Mr. Secrerary: IT was delighted to receive Mr. Foley’s letter of 
Novetiber 2S, 1951, and the copy of the letter to you from Admiral O'Neill, sub 
niiiting and explaining the first financial report prepared from the new Coast 
{, j ( 1 ting s\ Teeth 

I have re the financial report with a great deal of interest and enthusiasm 
I have also discussed it and related developments in the Coast Guard at con 

hy length with the staff of the General Accounting Office, which has 


heen working with the Coast Guard in the development and installation of the 


iInting System What has taken place as expressed in tangible form = in 
the fnancial report is heart-warming evidence of what can be done by determined 
! nd adherence to the highest principles and objectives of our joint program 


king accounting a means of providing the information needed for man 
as providing 


nh honest and responsible disclosure of the oper 
¢ funds 

Of particular encouragement from the standpoint of our joint program is the 
fact that the report reflects actual application of some of the majer principles 


] 


d objectives which we felt at the outset of our program were of fundamental 


’ 
t 
} 





tions conducted with the pr 





significance in mnaking accounting in Government agencies serve its proper fune- 
f the needs and responsibilities of both the executive 


legislative branches of the Government Among these major principles which 
have been effectively incorporated into actual working form in the new Coust 

(; rd system are 
| the use of the acerual basis of accounting as the means of developing to 


} 


ippropriate degree the actual costs of all functions and activities in terms 


ft goods and services act rally received aud applied to such purposes 
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2. The integration of this basis of accounting with the budgetary processes in 
terms of control over obligations, budgetary and accounting Classifications, and 
the development of classified costs reconciled with the obligation basis on which 
budgets and appropriation requests are prepared for the Congress. These 
improvements will be reflected in future budgets in increasing degree as the 
required financial data become available from the new accounting system. 

3. The decentralization of accounting to points of operating responsibility to 
make it of maximum usefulness to management at those points. 

t. The development and installation of simplified procedures for handling col- 
lections and disbursements appropriately coordinated with the action you and I 
have taken in the simplification of the warrant processes through joint regula- 
tions under the Budget and Accounting Procedures Act of 1950, 

5. The provisions made through the establishment of the oflice of Comptroller 
and related internal reorganizations, for continuing development, supervision, 
utilization, and coordination of accounting with all phases of financial admin- 
istration. 

G6. The provisions which have been made for the development of the internal 
audit functions on a basis coordinated with external audit considerations. This 
provides not only a means for the development of internal audit as an important 
means for management control but also an effective basis for the development of 
the comprehensive audit program of the General Accounting Office so as to assure 
appropriate utilization of internal audit results and the avoidance of duplicate 
effort to the maximum extent possible. 

You and IT will both recall the launching of the accounting program in the 
Coast Guard. It was one of the first agencies to tackle the complete revamping 
of its accounting system from top to bottom in line with the general objectives 
of the joint program. It is, therefore, now a source of great satisfaction to see 
it installed and in operation. The major credit belongs to the management of 
the Coast Guard and its stuff which has devoted itself so conscientiously and 
ably to the job to be done. We, in the General Accounting Office, have regarded 
our work with the Coast Guard in connection with this entire matter as a real 
opportunity to further the objectives of the joint program in terms of demon 
stvating the practicability of the principles and objectives which we felt con 
vinced were necessary to make accounting serve its proper purposes in the Fed 
eral Government. Tam convinced that we will obtain lasting benefits from what 
has been done in the Coast Guard not only in terms of the Coast Guard itself, but 
also in other areas in the Federal Government where similar procedures and 
techniques are applicable. 

Of equal significance to the splendid results which have already been achieved 
is the expressed recognition by the management of the Coast Guard that the 
successful functioning of the accounting system demand continuing review and 
attention from the standpoint of keeping it responsive to management needs 
and other purposes which it serves. To am convinced that one of the principal 
reasons for accounting deficiencies is the mistaken concept that an accounting 
system's job is a one-time proposition. It is gratifying to note that the Coast 
Guard is not making this mistake and has made provision for continuously 
reexamining itS system. 

We in the General Accounting Office will continue to follow accounting develop 
ments in the Coast Guard with great interest and will continue to work with 
the Coust Guard in its efforts to keep perfecting and refining its accounting 
processes, In this connection, our comprehensive audit program which is being 
Closely coordinated with our cooperative accounting systems work will do much 
to assure that accounting-systems matters which appear to require reevaluation 
are given appropriate attention in the light of both internal and external con 
siderations. Our auditors on the basis of their work to date have developed cer 
tain matters which should receive further attention from an accounting-systems 
standpoint. These have been brought to the attention of the Coast Guard eomp 
troller’s office and the Accounting Systems Division of the General Accounting 
Office and will be given appropriate attention under our cooperative working 
arrangements, 

One problem worthy of special mention, however, is the lack of provision for 
carrying in the accounts the cost of nonexpendable property other than that at 
the Coast Guard yard. By mutual understanding it was agreed at the outset of 
the Coast Guard accounting-improvement program that this entire area might 
well be deferred for further study in view of the relatively greater importance of 
the other phases of the accounting svstem. This matter now needs to be given 
attention by the Coast Guard as well as the General Accounting Ottice. Rep 








resentatives of the General Accouting Office will work with the Coast Guar 
in connection with this matter from the standpoint of assuring balanced co: 
sideration of all factors, both internal and external, involved in achieving ade 
quate accounting and disclosure for these assets in the light of accountin: 
costs, usefulness of accounting results and other factors involved. 

In your letter of January 4, 1950, you requested my formal approval of th: 
new accounting system. By mutual understanding, approval of the syste 
was deferred until procedures could be completely installed and were operating 
for a reasonable period of time. With the preparation of the financial report 
it Seems appropriate at this time to give my approval. This I am glad to di 
even though, as indicated above, there are some areas which need further c: 
operative development and refinement. 

I hope you will pass on to Admiral O'Neill and the entire Coast Guard stat 
ny sincere commendation and appreciation for the splendid job which has bee 
done and for the excellent cooperation they have given the General Accounting 
Office in connection with the discharge of its accounting and audit respon 
sibilities. 

Sincerely yours, 
LINDSAY C. WARREN, 
Comptroller General of the United States. 


CONTENTS OF REPORT 


Mr. T. J. Gary. T would like to spend just a short time pointing out 
generally what this report contains. ‘There are statements in this 
report showing inventory of the Coast Guard: showing the amount on 
hand at the beginning of the year: the amount of stock purchased and 
put in stock; the amount of stock that has been withdrawn and issued 
and the balance at the end of the period. 

We have several different tvpes of inventory. We have the tech- 
nical inventory which is carried in the operating report. Wealso have 
the commissary supplies for the general mess, the clothing and the 
general supplies such as mops, brooms, soap, and so forth, carried in 
the supply fund. 

There are also contained reports showing the cost of operations on 
a performance basis which are classified by class or unit, and also 
spread by district office and other analyses by major purpose of 
expenditure. 

This information is in the same form in which the performance-type 
budget has been presented in the past. So that starting with the 
fiscal vear 1954 budget, we will have from our books actual informa- 
tion which will support the fiscal year 1952 column of the 1954 budget 
presentation, 

In addition to this, however, class summaries on cost have been 
prepared as a summarization of individual cost reports which are 
prepared on each of the one-thousand-two-hundred-odd units that are 
operated by the Coast Guard: and that basic information with regard 
to each unit is on hand, copies of them, both in headquarters and in 
the district offices to which they relate for purposes of analysis and 
for use in management. 

We also provide in this report a statement showing the status of our 
appropriation and our allotments with regard to the amount that was 
appropriated and the amount that has been obligated and expended, 


and the unobligated and available balances which are available for 


commitment. This information, which is the basic information re- 
quired for reporting on appropriations, 1s also reconciled with the cost 
data, which are shown ona performance basis. These costs are on an 








accrual basis but are tied into the expenditures and obligations shown 
‘wainst the funds appropriated to us. 

This also is supported by detailed statements on every allotment 
made to every administrative allotment unit, which are prepared 
monthly and are made available to those people who have control of 
the separate allotments that are made by the Coast Guard. 

Then there is also the fact that the last part of the statement 
‘ontains a sumumarized statement of operations of the Coast Guard 

ard, That is a commercial-type system that operates from a special 

leposit type of account, or a revolving type of fund, which is not 
in appropriation and is set up more completely on a commercial 
MUSIS. 

As in the other cases these statements are also supported by cde 
tiled statements showing the cost to operate each of the shops. the 
mount of overhead cost for each shop, the amount that has been 
arned as overhead and charged on to the jobs that have been done, 
with the difference being shown to determine whether each individual 
shop has under- or over absorbed its overhead cost. 

Finally we have instituted during the vear an internal-audit pro- 
eram. We have recruited the staff, have developed an internal-audit 
program and the field work has been completed on the audits of two 
district offices. Those reports are how In proe ess of prepar ation. 

So we feel that during the last vear we have substantially com- 
pleted the accounting-improvement program as indicated by the Com- 
mandant. Certainly I do not want anybody to believe from that 
remark that we are now im perfeet condition. There are still some 
rough edees that needed to be toned out. We find from time to 
time in our accounting that we have a lack of currency here or a 
lack of accurate posting in one place or another. Our financial re- 
ports we find occasionally have items lacking—items that should 
not be there and that have gotten in the wrong place. We also have 
to further refine our auditing program. So there is still a job to 
do in finally refining en information to get it to the point where 
We Tay feel t it Is: Ss per fect as anv accoun ting information can 
be, Of COUTSE, ho Pie ment 1s completely perfect and we do not feel 

‘are going to attaim per fection. 

W e also have the job of per fecting our organization i 
oller’ 1x lay of Ma and beens 


ed to carry on operations of one kind or another, we have only 


] 
~ ofhice Wits et ub on the 


, 7s 1 . . . . . e 
recentive been able to pull tovether our statisticn| division nto 


ne office to operate as a ounit. Deine new, the functions that we 
have assumed such as budget and statistical services are still not 
completely understood. “Phat is the kind of thing that we expect to 
vet oreanized and over the course of time vet it into a true comip 
troller’s operation, which only time will accomplish. 

But the most challenging problem that now les ahead of us is to 
determine during the next vear just what are the full potentialities 
of this financial information that we have produced and how we ean 
vet the maximum use of it. Doing that will require that we also 
review the financial data in relation to operating statistical informa 
tion that would be produced to attempt to get some measure of cost 
n relation to the jo ) accomplished, 
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Also there will always be a continuing process of refinement at 
improvement. I feel that any job of this nature never gets complete! 
done and it will only be by the continual attention to it and keepin 
it attuned to the changes that occur in our program and to new tec! 
nical developments that occur from time to time that will eliminat 
the necessity of our having to do the same job 15 or 20 years from now 
We certainly feel we are organized at this point and are enough ahea 
of the job at this point so that we are prepared to give it that con 
tinuing supervision and imspection and adjustment that will be 1 
quired throughout the years. 


OPERATION UNDER ACCOUNTING AND PROCEDURES ACT 


Mr. Gary. How is the new Accounting and Procedures Act 
poe 

Mr. TV. J. Gary. This whole program that we have undertaken i: 

the Coast hi vd was deve loped, as you know, under the joint account 
ing provement program. The Budget and Accounting Procedure 
Act of 1950 from an accounting standpoint basically incorporated int 
law the features of the joint accounting improvement program. | 
think the letters that were inserted in the record from the Comptrolle: 
General commenting upon our system give a good indication of that. 

I have previously stated in appearances before this committee, 
we did develop certain new techniques and innovations in govern 
mental accounting cooperatively with the Comptroller General, the 
Secretary of the Treasury and the Director of the Bureau of the 
Budget, to test out in this system, with the idea that they would have 
wider Cat imate thronghout the Federal Government. At this 
point we can say that those things which we have tried, those new 
devices which we have used, have proved to be sound, practical, and 
economical in their operation. 

Mr. Gary. Are you still of the opinion that the joint accounting 
set-up is as effective as an accountant general would be 4 

Mr. T. J. Gary. LT personally feel—as you probably know, I was 
the research director for the Heover Commissions’ accounting study 
I personally feel that what we have done in the Coast Guard is whiat 
the Hoover Commission had in mind should be accountingwise 1) 
the kederal CGrovernment. 

[ also feel that what we have done in the Coast Guard basically 
not only sound insofar as the Coast Guard is concerned, but in princi 
ple is adaptable to any of the non-busines=-type agencies of the Gov 
ernment, 

Of course, there is no one system that will tend to be used in ever) 
place. That was a mistake, that was made in the past with this 
General Regulation 100 and the previous approach of the Genera! 
Accounting Oilice. It has been recognized now that each system to 
a large extent has to be tailor-made for the type of oper: ation for which 
it is accounting. But inspite of that, there are certain prince iples and 
objectives which would be common to all of them and [ feel that what 
we have in the Coast Guard is sound there and would be sound in an) 
agency of the Government th: at has a nonbusiness tvpe ot oper ation. 
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HOOVER COMMISSION RECOMMENDATION 


Mr. Gary. You think the objectives of the Hoover Commission can 
be accomplished as well under the joint set-up that we now have as 
under a single accountant general as recommended by the Hoover 
Commission ¢ 

Mr. T. J. Gary. I do not think there has been any difference be- 
tween the objectives of the Hoover Commission and the joint program. 
[ have participated in both of them and feel that I have a very good 
basis of knowing as much probably as anybody else. ‘There never 
has been any difference in the objective. The only difference has been 
how to accomplish the objective; what organization you should have. 

Mr. Gary. You feel that it can be accomplished just as well under 
the joint set-up as under a single administrator ¢ 

Mr. 'T. J. Gary. I think we have proved it. 

Mr. Canrieitp. May I suggest, Mr. Gary, that for the record you 
tell us at this point what your assignment was with the Hoover 
Commission in its reorganization of the executive branch of the 
Government. 

Mr. T. J. Gary. First there was a fiscal task force which was 
headed by Mr. Hanes that had three assignments; a study of the 
budget, a study of the Treasury Department, and a study of account- 
ing. ‘The accounting study was performed by the governmental ac- 
counting committee of the American Institute of Accountants of 
which Mr. T. Coleman Andrews was chairman. That was a group 
that met each month to consider the material brought together and 
lay out the policy of how the work would proceed. I was the execu- 
tive assistant and research director and, with the exception of one 
contract that we made with one individual I was the staff. I was 
the only technical staff besides this one person whom we got on con- 
tract to make a special study of financial reporting and that was in- 
corporated in the report which I prepared which was, in turn, made 
the appendix to the report that the accounting task force prepared. 

Mr. Canrietp. Mr, Chairman, [ would like to compliment the Com- 
mandant, Captain Eskridge, and Mr. Gary on the remarkable job 
that is being done in this most important activity in the Coast Guard 
organization, | 

I recall the great need that was discovered in 1947 and 1948 and 
that was one of the reasons that prompted this subcommittee’s spon- 
sorship of the Ebasco survey. It is very pleasing here today to have 
x report of this kind. 

Mr. Fernanvez. Mr. Chairman, I want to add my compliments to 
those of the gentleman from New Jersey and particularly with re- 
spect to the accounting system. In my State we are strong for the 
adoption of the Hoover recommendations. Tam glad they are being 
put into effect in this accounting system and that there is hope that 
this might serve as a model for other nonbusiness operating agencies 
inthe Government. It is a fine job. 

Admiral O’Nemy, Thank you. 

Mr. T. J. Gary. Thank you. 
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ECONOMIC INTELLIGENCE 


Mr. Steminski. Referring to your general statement, I like the 
way you will swing into operation if formal war is declared, How 
ever, L raise a point discussed during our recent European trip. First, 
as to the enemy we face; it is doubtful the Reds will declare forma! 
war. They'll! march as they did in Korea, and as Mussolini, Hitler, 
and Tojo did. I said to the Secretary of the Treasury, and I repeat 
now, the concept of police action with limited operations, it seems to 
me, must take the Coast Guard into account. You must be ready for 
prompt action in a limited area, if need be. 

I think the Coast Guard should have been called in, with enlarged 
personnel and extended operations, in Japan and Korea, when this 
blow came in June of 1950, If another police action comes, the Coast 
Guard will be needed; as IT think it is needed today, in Hongkong, 
in the Panamanian area, and in other places where the boys whose 
loyalties follow the trade winds instead of their flag, might be operat 
ing with illicit cargoes. 

Unless corrective steps are taken, I look forward to introducing 
legislation that will have the Coast Guard perform, for the agencies 
of our Government, what I would call economic intelligence. It is 
one thing to put the gun behind the door as we are doing with ow 
Military Budget. It is another thing to think of feeding tables. 

I think in our defense approach to the emergency, We are omitting 
economic intelligence. I would like to compliment the Coast Guard 
for its work in cargo operations. I believe, and certainly I hope, that 
the CLA is placing seamen aboard all vessels, in all parts of the world. 

ut the fact that you have received no cargo intelligence from CLA 
that might help you evaluate your mission, shows me that perhaps 
they are derelict in that approach, and maybe that is a job for Coast 
Guard intelligence. 

I visualize your growth into a spearhead of economic intelligence 
on ships, planes, and cargo transport, as the FBI is on the home front, 
and the CTA presumably is behind enemy lines. 

We hear talk of strategic materials and banning them. Yet the 
Soviet troop ship we saw at Antwerp, going to Vladivostok, having 
there just been repaired, is as much of a weapon as a rifle. It will no 
doubt be used, as someone remarked, in the Pacific trade in the future 
Yet, there was no publicity about that, no protests. 

Some countries make a great halloo about wanting to be in the Euro 
pean defense system against the Reds. Perhaps this is done to take 
our money. They seem to deal from both ends of the deck, however, 
when it comes to increasing their profits. 

I am very much impressed with the Coast Guard. Years ago I 
used to look upon it as a ram-running outfit. I appreciated the great 
job you did against bootleggers. But I can see now that you are fast 
becoming the spearhead for economic intelligence, 

Admiral O’Netun. Thank you. 

Mr. James. I just want to concur in the complimentary statements 
that have been made for your very able presentation this morning. 


PERSONNEL 


Mr. Gary. Admiral O'Neill, will you tell us what the situation is 
with respect to the military and civilian personnel now in your budget 
request ¢ 








Admiral O’Nemu. I will ask Admiral Richmond if he will supply 
that information. 

Admiral Ricuaonp. With respect to the on-board figures, of mili- 
tary personnel, as of the 31st of December, the officer strength, 2,709 
commissioned officers, 921 chief warrant and warrant officers; and 
28.207 enlisted men. 

That is short of the full strength authorized for the 1952 program, 
as contemplated by the military readiness program. We are still en- 
listing, in accordance with that program, and will be up to the full 
strength of enlisted personnel of 30,846 in April of this year if the 
enlistment goes forward as anticipated. 

Similarly, the officer strength is still short because we are getting 
the additional officers through the officer candidate school at New Lon- 
don. and the final class will graduate from there in about May of this 
vear. By the end of the fiscal vear we will be up to the authorized 
strength, 

Mr. Gary. Tlow many are you short now / 

Admiral Rreoumonp. In the December figure we are about 356 of- 
ficers short, although IT want to point out that some of those are at the 
officer candidate school as candidates. They are not officers vet. 
They serve as enlisted men, and that is our program, until they 
graduate from the school, 

And we are 2,639 men short of the ultimate goal. 

Mr. Gary. To what extent are you seeking to increase the authorized 
strength ? 

Admiral Ricumonp. No additional strength in these estimates for 
h53. In other words, the estimates are predicated on the strength 
that will be reached in this fiscal year. 


CIVILIAN PERSONNEL 


Similarly, in the civilian personnel, there are only minor adjust- 
ments and no additional personnel requested. Actually the 1953 
estimate is slightly under, just minor adjustments, the 1952. esti- 
inate. These are average figures—3.214 as against 3,230 for 1952. 
That includes all types of civilian personnel. 

Mr. Gary. Are the figures you have given us included in the table 
on page 324 of the justifications ? 

Admiral Ricumonp, I did not take those particular figures on that 
particular page. 

COMPARISON OF PERSONNEL 


Mr. Gary. You gave us some interesting tabulations on personnel 
last year, and I wonder if you have those same tables brought up to: 
date for this year? 

Admiral Ricumonp. I think this statement furnishes a comparative 
table to what was inserted in the record last year, and that has the 
complete statement, which is broken down by appropriation with the 
summary at the end, including all personnel. When I mentioned 
the civilians, I did not include the Wage Board employees, who are 
per diem workers. This table ine Judes the appropriation, so that is 
comprehensively tied to the appropriation. 

Mr. Gary. We will include that table in the record at this point. 

(The table referred to follows :) 
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Summary comparison of personnel 


Appropriation title 


OPERATING EXPENSES 
Military: 
Commissioned officers 
Warrant officers 
Cadets 
Enlisted men 


Subtotal, military 


Civilian: 
Salaried emplovees 
Denartmental 
Field - 
tal, salaried 
Wage Board emplovees 
Part-time, lamplighters 


Part-time, Appeal Board 


Subt 


Subtotal, civilian person- 
nel 
Less quarters deduction for civilians 
Net, civilian personnel 


Total operating expense 
ACQUISITION, CONSTRUCTION, AND 
IMPROVEMENTS 
Civilian: Temporary salaried 
RESERVE TRAINING 
Military (adr 


Commiss 


Enlisted 1 


men 








Subtotal, military 
Civilian (administrative) 
Departmental salaried 
Field salaried 





Subtotal, civilian personnel 
TRAINEFS 


Commissioned officers 
Enlisted men 
Subtotal, trainees 
Total, Reserve training _- 
COAST GUARD YARD FUND 
Military: 
Commissioned officers 
Warrant officers. 
Enlisted men 
Subtotal, military 
Civilian: 
Salaried 
Wage Board 
Subtotal, civilian 
Total, Coast Guard yard fund 
SUMMARY 
Military 
Civilian personne] 


Reserve trainees 


Total, personal services 


number | 


30, 074.5 


3 655. 


27, 110.9 


1, 469 


1951 actual 


Average | Cost 


2, 239 $14, 438,159 
849 4, 382, 944 
1H | 611, 891 

23, 586 ) 


57, 520, 854 


26, 40 | 76, 





1. 938, 2 
1,111.2 
85.€ 


, 201, 148 
40, O69 


11, 160, 679 


88, 114, 527 


72 319, S77 
on 
> ¢ 

22.9 

12.9 241, 256 
10.8 29, 813 
10.8 28, 813 
2 
os 


438, 671 


= 
709, 


740 


14 
At 


19 


102 


128 





182 
1,345 


1, 527 5, 489, 861 
5, 964, 354 


77, 669, 597 
17, 000, 230 
438, 671 


4,744.3 


Average 
number 


953, S48 





620, 854 
| 4,869,007 | 


95, 108, 498 


4,164 


1952 estimate 


Cost 


2,853 $18, 239, 188 
915 4, 746, 477 
531 759, 383 


28,033 | 74, 201, 


710 
97, 946, 758 
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3, 12 
5, 122, 063 


, 592 


1,993.4 gs 


248 
1, 1533.0 3, 757, 633 
93.0 400, 240 
11.1 71, 000 
3, 230.5 | 12, 477,465 
39, 720 
7,745 


35, 562.5 (110, 384, 503 
65. 2 283, 705 


36.0 268, 179 
12.5 173, 193 
7.85 $11, 372 
13.5 41,012 
9.0 26, O85 
22. 5 67, O97 
700 255, 987 


3, 464 796, 242 


1, 052, 229 


1101 





1953 estimate 


Average | 
number 


4, 746 


Cost 


$20, 287, 048 
4, 783, 585 
TAQ, 38 

78, 409, 475 


104, 239, 








7 : 
755.4 3, 123, 756 
1,191.6 5, 120, 32 | 
3,977.0 
1, 133.0 ; 
93.0 412, 50 
11.1 71,00 
3, 214.1 12, 494, 213 
39, 720 ; 
12, 454, 493 . 
38, 329.1 | 116, 693, 984 
65. 2 288, 295 
= ee 
64.8 466, 247 : 
i 220, 951 | 
sat te ; 
119.2 687, 198 
19.0 5Q, 247 
17.0 50, 345 
36.0 109, 592 
: ‘ 
1, 221 591, 915 


1, 560, G98 


16 102, 179 16 

4 «| 72, 547 14 

102 318, 054 | 102 

32 492, 780 | 132 
i | 

201 =| 801, 592 193 


6, 938, 041 


2, 047 8, 232, 413 
2, 542.5 

5, 233.2 | 20,528, 180 | 
4,1 1, 052, 229 


(4 | 


1,714 


7, 739, 633 1, 907 


2, 039 


r 999 


5, 222. 
5, 967 


1 Does not include average number of trainees. 





| 


120, 461, 319 | 


5, 967 


98, 880,910 | 35, 366.2 | 105, 419, 
3 


1, 493, 219 


102, 179 
72, 547 
318, 04 


492, 780 


807, 
6, 932, 


046 


587 


7, 739, 633 
8, 232, 413 


469 
29, 591, 943 
2, O85, 134 


| 128, 096, 546 


| 
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Admirak Ricumonp. In addition to that, if the committee wishes 
the information on the plan for the build-up, and enlistments par- 
ticularly. we have a month-to-month breakdown on the military 
personnel, 

RECRUITMENT OF NEW PERSONNEL 


Mr. Gary. What has been your experience in the recruitment of 
new personnel ¢ ' 

Admiral RrcumMonp. As you know, the port-security program was 
completed a year ago last January. For all intents and_ purposes, 
so far as enlistment is concerned, we then had on board sufficient per- 
sonnel, and were simply meeting the attrition, which was not par- 
ticularly large, because of the extension of the 1-year enlistment. 
Of course, the military-readiness program came along and became 
effective in October, and we began in October to build up to roughly 
5,000—5,200 men represented in that program. 

The first 2 months’ enlistment schedule kept right on schedule, but 
in December enlistments usually fall off below our quota; and the 
reason for that, I think, is fairly obvious. The selective-service 
quota dropped off. In other words, the demand under selective 
service was not so great. In addition to that, December is always a 
bad month for enlistment, because the men who contemplate enlist- 
ment preferred to do so, as a rule, after Christmas, rather than before. 

The indication is for January that the enlistments will pick up 
and we will be able to make up any loss in completing the program, 
as I indicated above. 

Of course, I would like to point out that after we get our men 
aboard, the man who comes in in April is not really available until 
some 12 weeks later for our use, because he has got to go through 
training and for practical purposes will not be ready for this work 
until the first or second quarter of the next fiscal year. 

Mr. Gary. You will continue some enlistments, also, to make up 
for those who drop out ? 

Admiral Ricumonp. That is right. There are a number of vari- 
ables that would affect the enlistment rate. One of which, of course, 
is What will happen with respect to this involuntary extension of en- 
listments, extension for 1 year; assuming that there is no release of 
involuntary extensions before their 1 year is up; and that extension 
will not be authorized in 1953; then our enlistment rate will vary 
from about 200, or thereabout, per month to as high as 700 during 
the latter part of the year. I would say that the enlistment rate will 
run next vear probably at an average of about 450 per month. If 
there is an extension of enlistments, then the attrition would average 
about the same; but, by extensions, the enlistments will be higher in 
the first part of the year and drop off in the latter part of the year. 

Mr. Gary. Your enlistments will also be affected by the action of the 
selective-service boards ? 

Admiral Ricumenp. Not a great deal, because of our small number 
of enlistments. We can easily meet the quotas as a rule. It is on 
occasions when we get the humps that make it difficult. When we have 
to get a large number of people in a short time is the period when we 
face the difficulty. There is no great problem to get 400 or 500 men 
a month, no matter what selective service does. 
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Mr. Gary. You are not affected much by the activities of that board : 

Admiral Ricumonp. Not a great deal. The point Iam making is, 
if we have to get a large number and selective service eases off, We 
would have a problem of getting enough enlistments. That is, as | 
mentioned before, if selective-service demands ease Off and we need 
to meet a quota of a thousand, we would not make our quota. 

Mr. Gary. That is what I had in mind. 

Admiral Ricumonp. To that extent that is correct, but in the norma! 
reenlistments we do not think it makes a great deal of difference. As 
long as we are down to 400 or 500 boys a month, we can easily get 
them without too much trouble. 


WORKLOAD 


Mr. Gary. Do you have a workload table showing your worklow 
for this year! 

Admiray Ricumonp. There is a sample table in the estimates unde: 
operating expenses which gives you certain selected items. It is by 
no means comprehensive. These are particular things upon which 
we have reported before, and occasionally we have added other items 
to them as to things we thought the committee might be interested in. 

Mr. Gary. We will insert at this point page 300 of the justifications. 

(The matter referred to follows :) 


1. SEARCH, RESCUE, AND LAW ENFORCEMENT 


There follows a table of selected work units for the purpose of measuring 
the predominant types of work volume included under this activity : 





Actual, Estimate, | Estimate 
1951 1952 953 
Assistance cases ‘ F 12, 974 14,000 14, OM 
Lives saved or persons rescued 4, 098 5,000 | 5 (Wy 
Vessels refloated 1, 035 1, 500 1. 5K 
Vessels towed to port fh, 882 6, 000 6, OO 
Miles patrolle: 1 by floating units 83 feet and over O84, 218 1, 172, 000 1, 180, 
Vessels boarded and paners examined 22, 827 95, 000 25 (MK 
Vessels reported for violations 3,039 4,500 6, OO 
— Is signe: fon and off (crews) 14, 545 20,000 20, OM 
farine officers’ licenses issued, new and renewals 37, 929 40, 000 40), 1M 
Se moines n documents and certificates issued 53, 662 58, O00 AS, OM 
Marine casualty investigations 2, 384 2, 450 2, 4H 
Vessels inspected, Patera 6, 585 6, 800 6, 80K 
Vessels reinspected 2 x2 3, 000 3, OK 
Drydock inspections ». 743 6, 000 6, OOF 
Vessel plans and blueprints reviewed and. wcted upon 12, 912 11, 000 11, 0 
Factory ins pections ( items) $14. 677 450,000 450, O1M 
Vessels numbered by Coast Guard (in lieu of doeuments) 461, 535 $72, 000 482, OM 


WORK OF COAST GUARD 


Mr. Canrietp. First, Admiral, T want to say that I was pleased to 
he the luncheon guest today of the distinguished Senator from Maine, 
Margaret Chase Smith, who, upon hearing that these hearings were 
in progress, asked me to pay a compliment to you and to the Coast 
Guard. Of course, I do not need to tell you that she has been a long- 
time friend of the Coast Guard. It appears that she had occasion 
to call upon the Chief of Operations here in Washington on behalf 
of some constituents who wanted some ice-breaker operations in her 
State. She tells me that the chief and the officers acted with great 
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dispatch; the job was promptly performed and everybody concerned 
was delighted. 

Admiral O’'Nema.. We appreciate that very much and are glad to 
have the Senator’s comments on that. 


PUBLIC-RELATIONS PROGRAM 


Mr. Canriecp. The chairman has just touched upon the recruiting 
situation, Admiral. I wonder if recently you have been promoting 
any movies or radio or television programs in behalf of recruitment 
programs ¢ 

Admiral Ricumonp. Not lately. Of course, we have to keep the 
general amount of publicity before the public, but with present condi- 
tions, especially for the very particular one—the port security—it is 
very easy. This one may be a little more difficult to get up to the 
quota. It has been running the other way; we have had a hard time 
turning away boys who were to enlist in the Coast Guard. 

So it is not necessary to go out and advertise for them. It has been 
the opposite. 

Mr. Gary. What was the name of the Coast Guard picture recently 
put out? 

Admiral Ricumonp. Fighting Coast Guard—that was a commercial 
film. 

Mr. Canrretp. As you may recall, members of this committee, 
including myself, expressed our displeasure at that production. We 
did not think it did the Coast Guard any great justice. Are there any 
other pictures now in the making? 

Admiral Ricomonp. As a matter of fact, the same studio has asked 
for permission to make another, picture. In fact, they have already 
taken some films preparatory to that—the Coast Guard Academy. 
The picture has not been approved finally. However, the script has 
been presented to the Commandant for tentative approval and, pre- 
sumably, unless there is some objection, permission will be given to 
go ahead with it. 

I want to say in fairness to the Republic Studio—and I have no brief 
for them and IT am not an owner of stock of Republic—but the first 
picture was gotten up, unfortunately, in a rather short period of time 
in order to meet a production schedule. They either had to do it then 
or let it go by the board for other films. 

As to this other picture, at this stage, it appears to me that they 
are proceeding with the next picture with a great deal more delibera- 
tion and more preparation, and probably it should be better. For 
example, they have hired a well-known writer to prepare the script: 
and, whether he is liked or not, he does have a good’ name in the 
writing profession and he has prepared a rough story. 


CIIAPEL AT ACADEMY 


Mr. Gary. Will vou permit an interruption ? 

Mr. Canrieip. Certainly. 

Mr. Gary. Will you tell us what is the status of the chapel at the 
Academy / 
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Admiral Rrewmronp. The status of the chapel is that it has bee 
delayed somewhat. As you know, it was to have been completed bi 
fore this time, but the status now is such that we hope to dedicat: 
it at graduation this year. 

Admiral O’Nemn. The contractor expects to complete it by the 
15th of April. Then, of course, there is other work that has to |: 
done, such as installation of the organ and the final pieces of work, lik: 
landscaping and things like that, but it is expected to be completed 
by that time. 


COAST GUARD ACADEMY 


Mr. Canrrevp. I think at this point it might be well for you to de 
scribe briefly the situation at the Coast Guard Academy, New Lo: 
don, and also the operation at Groton. 

Admiral Ricumonp, At the academy at the present time we have 
571 candidates. There are, possibly in the first class, some 78—and 
I will check these figures—in the second class, 97; in the next class, 
122; and it is our estimate that by June there will be 154 in the fourth 
class. 


APPOINTMENT OF CADETS 


Mr. Canrietp. Will you tell us for the record how the cadets are 
appointed ? 

Admiral Ricumonp. They are appointed as the result of competi- 
tive examination, which will be held in February of each year. 

As of this vear, as of January 7, we have a total of 1418 applica- 
tions. of which 274 have been authorized to take the examination; 120 
have been rejected, and 1,024 are pending. 

Just to compare that with last year—and I am sorry I do not have 
the exact comparative figures—but, as of the 31st of December, that 
compares with, applications, 866. That will be 866 against 1,418 and 
167 authorized to take the examination; SO rejections and 619 pend- 
ing. 

Last year, the total applications were 6218, of which 4,608 were 
approved for examination, of which 4,181 reported for examination ; 
and, out of the 4,181, 951 passed the examination, and there were a 
total of 226 appointments, and there were 200 on-board, because after 
coming to the Academy a number of them, during the summer, re- 
signed before the classes opened for the fall term. In order to have 
a full class, which is our plan under the program, we appointed be- 
tween the original appointment date and beginning of the fall term 
replacements, so that there were actually 226 appointed, although 
there were only 200 in the final class. 

Mr. Gary. Is 200 the number that you aim to appoint each year? 

Admiral Ricumonp. Yes. And out of that 200 there are only pres- 
ently on board 184. 

It is anticipated we will probably have somewhere between 7,000 
and 8,000 applications for the Coast Guard this year. 

Mr. Canrievp. It is my understanding that the Commandant and 
yourself were formerly instructors at the Academy ? 

Admiral O’Neitn. That is true. 
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Mr. Gary. The 200 that were originally appointed in 3 years have 
dwindled to 77 ?¢ 

Admiral Ricumonp. It may not have been 200 in that particular 
class. I do not have the statistics on that here, but [ would guess the 
class was about 175, which would be reasonably close. 

Mr. Gary. In other words, you have a pretty high rate of attrition ? 

Admiral Ricumonp. We have a very high rate of attrition. That 
is a problem that has worried us. We have, as you know, a new ad- 
visory committee, and that is one of the chief problems they are study- 
ing. It is an advisory committee of outside educational men, who 
advise on the curriculum. 

However, our rate of attrition, as a whole, has always been fairly 
high, but not as high as it has been in the last years. 

Mr. Gary. With the opportunity for selection which vou have, 200 
out of 6,800, it looks to me like you ought to get a fairly steady group. 

Admiral Ricumonp. There are two ways of looking at that. First, 
the examination is prepared by a college examination service. But 
this year our problem was somewhat the other way. As I told you, 

> are already this year, of the 226 down to 184. Now, not all of those 
were lost because of academic requirements; in fact, most of them 
are not for academic reasons. They are lost because they made a mis- 
take in choosing a career in the Coast Guard, and there is no way that 
I know of by which you can ascertain whether they have made a mis- 
take before they get into the Academy. 

Let me give you an example of one who came to the Academy last 
year and I do not know his name, but he is one of the applicants, of 
the 6,000 applicants, and stood very high, competitively, in the exami- 
nation. He had had 3 years at Georgia Tech. I am not convinced 
that this man, at the time he took the examination, did sincerely be- 
lieve that he wanted to be a Coast Guard officer. He may not have, 
but we have no way of knowing, because you cannot look inside the 
man’s mind to find out whether he is sincere. It could be that he was 
sincere. Personally, I do not believe he was, but you cannot prove 
it. Those are things we cannot verify, and the man will learn that 
after he gets there. 

I think of another man who had attended Harvard Law School 
before he took the cadet examination. Now, obviously, a man who 
has been through college, or who has several years at college, is going 
to have a decided advant: age over a high-school graduate, or a man 
who has had a high-school ‘certificate and 1 year of college, and such 
a man will make a better showing on the examination, make a much 
better record than the boy who is ; sincerely interested in going to the 
Academy and yet has not h: ad the adv: antage of college training. 

Mr. Gary. You do not give any special incentive to the applicant’s 
football proclivities ? 

_ Admiral Ricumonp. No. We are inclined to wish we could some- 
times. 





RESIGNATION PERMITTED 


Mr. Canrievp. May the cadet resign at any time? 
Admiral Ricumonp. For all practic al purposes, yes. As the old 
Saying goes, you can lead a mule to water but you cannot make him 
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drink. If you did not permit the cadet to resign, he could easily ge 
out by falling down on his work, and it would be foolish to hold hin 
there. 


CRUISES 


similar to 





Mr. Canrrevp. What cruise experience do the cadets get 
that at the Naval Academy ? 

Admiral Ricumonp. The present system is that they go for approxi 
mately 10 weeks on what we call the long cruise. ‘The last several] 
years—not necessarily each year—they have been going to Europe. 
Last year they visited England. 

Mr. Canrretp. Which class ¢ 

Admiral Ricumonp. They take the first and the third classes. And 
usually we send a first-class cutter on the cruise. And, in addition to 
that, the Academy provides training on a former German training 
ship. 

Mr. Canrrecp. The /ag/e? 

Admiral Ricumonp. Yes; which accompanies them on the cruise. 

That is the present practice. ‘This year they are visiting, I think, 
England also. And I have forgotten what other countries—Oslo, 
Norway—l have forgotten the others—Copenhagen, Denmark; a visit 
down to Madeira, back through Bermuda and return. 


LORAN TRANSMITTING STATIONS 


Mr. Canrrevp. I would like to submit to the chairman the sugges- 
tion that there also be included in the record at this point the phrase- 
ology on page 306 of the justifications dealing with loran transmitting 
stations, just the two paragraphs. Those two paragraphs give in brief 
a good explanation of what loran is, and also point out the number 
of stations that are operating. 

Mr. Gary. That is on page 306, 

Mr. Canrrevp. Yes. 

Mr. Gary. The paragraphs under the heading “Loran transmitting 
stations’ will be made a part of the record at this point. 

(The matter referred to follows:) 


LORAN TRANSMITTING STATIONS 


Loran stations emit successive radio signals which are synchronized in a 
group or chain of three stations. By means of special receiving equipment, 
ships and aircraft obtain a position. The receiving equipment measures the 
time difference between the receipt of the signals from the loran stations in the 
group. 

The 37 stations include some of the most isolated and inaccessible of the 
Coast Guard units which are located near the Arctie Circle, in the Aleutians, 
Greenland, Newfoundland, Labrador, and Pacific islands, as well as in the 
continental United States. Loran station buildings, in general, are quonset 
huts, erected as wartime projects. Kach fixed loran station is a self-sufficient 
unit Comprising approximately seven quonset huts which house operating person- 
nel, electronic equipment, power equipment, galley, mess halls, food storage, 
and fuel storage. Mobile units are being introduced to provide flexibility re- 
quired by the Joint Chiefs of Staff in forward areas. 


Mr. Canrieip, What is the picture regarding your loran program 
now’ Have you in mind completion of the program as heretofore 
developed before us? 
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Admiral O’Nemu. We want to go off the record for a part of this. 

Admiral Rrcrmmonp. I wonder, if you do not mind the suggestion, 
that we take up the discussion under the acquisition of loran. It 
might be better at that time, and I would like to go off the record. 

Mr. Gary. Very well. 

Admiral Ricumonp. In other words, this represents the money for 
the operation of the existing system, and not acquisition, having to 
do with requests for additional facilities. 


“PLYING ENTERPRISE” 


Mr. Canrietp. Admiral, what hearings are being held by the Coast 
Guard at this time bearing on the Flying Enterprise that was sunk 
off Falmouth, England ¢ 

Admiral RicumMonp. There is a casualty hearing taking place in 
New York now, or there was last week, and I think it is still going on. 
Such a hearing is customarily held, as required by law, by the Coast 
Guard in every marine casualty case. Some of the crewmen have 
already been interrogated. I do not think Captain Carlsen has re- 
turned, but he will be called, of course, and given an opportunity to 
testify. 

REPRESENTATIVE IN PANAMA 


Mr. Canrietp. Admiral, I understand you have had a Coast Guard 
representative in the Panama Canal since last spring. 

Admiral RiciMonp, Yes. 

Mr. Canrieip. The officer down there is Captain MacLean é 

Admiral Rricimonp. Yes. 

Mr. Canrirenp. I had occasion to meet him on a recent trip to the 
Canal Zone and T was impressed with his stature, and the way he 
seemed to be applying himself to his assignment; also the manner in 
Which he has been received by his brother officers of the military, 
both Army and Navy. 

I have become quite interested in the Panama Canal situation, and 
following my rather cursory survey of the picture down there, I do 
not know, of my own mind, whether everything has been done that 
couid be done to protect that very important defense area. 

It is my understanding that Captain MacLean is working under 
the Navy / 

Admiral RicuMonp. That is correct. 

Mr. Canriecp. And with the Navy and Intelligence in port-security 
matters, 

Admiral Ricumonp. An officer was requested by the Navy, by the 
Commandant of the Fifteenth Naval District, to work with the Navy 
on the development of their plans for the port security of the Panama 
Canal, and that was the basis on which he is being furnished. That 
is, he is not there as a Coast Guard representative, charged with port 
security in that area. He is there to assist the Navy, to bring to the 
Navy any knowledge the Coast Guard has with reference to port 
security, and to assist the Navy in their operations. 

Mr. Canrievp, This is the first time the Coast Guard has had a rep- 
resentative in that activity / 

Admiral Ricumonp. Since the war. During the war we had a mer- 
chant-marine detail down there. 
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TOTAL PERSONNEL 


Mr. Canrietp. Admiral, getting back to the number of officers and 
men now making up the Coast Guard, will you give me the total again / 
Admiral Ricumonp. The total, when the program. is completed / 

Mr. Canrietp. This year 

Admiral Ric Monp. This vear it will be 3,244 officers— 

Mr. Canrrevp. What was the over-all complement of the Coast 
Guard back in World War II? 





Admiral Rirrumonp. Eleven thousand officers and a little under 


172,000 men. 
GROTON TRAINING SCHIOOL 


Mr. CanrizLp. Going back to the matter of schools, what is the pic- 
ture regarding Groton, which members of this committee visited 2 
years ago ¢ 

Admiral RichMonp. The Groton training station, as this committee 
is aware, is essentially for training seamen and firemen for petty- 
officer ratings, and is now enlarged to meet the increased demand. 

It is anticipated that during the fiscal vear 1952, based on men 
already put through the school, and those that will graduate from the 
various classes, the school will supply us some 3,000—2,892 is the 
exact figure. At the peak we will have in mind about 1,500 men under 
training. That has entailed some expansion of the activities. And 
by expansion I do not mean we have built anything, but we have had to 
open up a mess hall that for several years was not being used, and we 
have opened up one or two units, what we refer to as unit B. That 
Was temporary construction, which was built during the war and 
closed up after the war, and we no longer had a requirement for that 
unit. 

We are housing some of the men over there, we are using some of 
that space for classrooms. 

The courses there range from machinist’s mate courses, aids to 
navigation, and all petty-oflicer courses, except those that we can get 
from the Navy, where we send some of our people to school. 


THE COAST GUARD YARD 


Mr. Canrietp. Will you give us a brief statement now regarding 
Curtis Bay; also a pic ture of the Elizabeth C ity operation 4 

Admiral Ricraronp. The Coast Guard yard, as was indicated by 
Mr. Gary’s testimony, is, of course, now run as an industrial plant. 
In other words, they are supposed to pay their way in the work they 
do there, and of course, from last year the work has stepped up appre- 
ciably. We are trying, in order to run the yard as economically as 
possible, to have the plant provide its maximum production. 

For this year, well, I will say for the Jast 18 months, we have been 
fortunate in getting a certain amount of additional work in there be 
cause of the programs that were authorized. For example, we have 
found it to be more economical and faster to build these 40-foot vessels 
for port security at the Coast Guard yard than at a private yard. It 
was a fairly major undertaking, even putting the yard under the 
necessity of changing its proc edure. And as vou know, there are some 

120 boats under this program, and we have gotten some contracts from 
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the Navy to build some boats at our yard. It was found desirable and 
more economical to set up an assembly line here. I am sorry that the 
committee could not have had the opportunity to see the assembly line 
in operation. Right at the present time it is closed down, although it 
will be reopened for another program of about 50 boats sometime in 
March, and if the committee had an opportunity to spend a few hours 
to go over there and see it, I think it would be worth your while. 

Mr. Gary. Will you notify our clerk at the appropriate time? 

Admiral Rreteonp. Yes. 

Mr. Gary. We will try to go over there and see it. 

Admiral Ricumonv. I think it would be interesting. 

I would like to point out, that when T refer to an assembly line, I 
do not mean anything like an automobile assembly line where the 
cars are moving across an assembly line, because here what they do, 
the boat is on ways for some 18 days where crews go aboard and work, 
doing about the same work on each boat for a certain period of time, 
and then in the last half or three-quarter stage, they go on flatcars 
and move through various stages—in fact, they go on to completion, 
but the thing was designed so that they were building a boat each 30 
davys—thev were turning out a boat a day. 


ELIZABETH CITY 


Mr. Canrrenp. How about the Elizabeth City situation / 

Admiral Ricuumonp. With respect to Elizabeth City, of course, the 
operation there is essentially the same as it has been for the last sev- 
eral years. 

We no longer have the helicopter development going on there. We 


closed that out, because we thought the developmental work on the 
helicopter was beyond the capacity of the Coast Guard. We had 
developed helicopter improvements to meet the needs of the Coast 
Guard, and anything further was outside our capacity. 

So far as the air station is concerned, there has been no expansion, 
increase in that. It is still operating exactly as it has for the last 
several years. And they do a certain amount of repairs, principally 
for stocking, and such spare parts as we need for our aircraft. 


AIRCRAFT 


Mr. Canrietp. How many aircraft does the Coast Guard have now / 

Adnural Ricumonp. The Coast Guard has 110 aireraft at the 
present time. Of course, through the military readiness program 
we are supposed to get 24 from the Navy. Those will not be new 
aircraft. Some of them are PBY’s—I think we are to get 16, that 
are supposed to be in good condition; they are being reconditioned by 
the Navy, and not having seen them, I can only speculate on that. 

In addition to that we have three helicopters that should be de- 
livered, should have been delivered, and will be delivered under the 
port security program. 

That would make a total, eventually, of about 137. 

Mr. Canririp. Of which how many are helicopters / 

Admiral Rrcumonp. There are, to date—there will be some 31—I 
will have to check this. 

Mr. Sreminskt. First, I would like to say something off the record. 

( Off-record discussion. ) 
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COAST GUARD ACADEMY 
ADVISORY COM MITTEE 


Mr. Gary. How is your academy run; do you have a board of 
visitors, such as the Army and Navy? 

Admiral Ricumonp. We have a board of visitors which is simila: 
to the Naval Academy and West Point. The chairman of the Me: 
chant Marine and Fisheries Committee of the House appoints thre: 
members; the Speaker appoints two members, and also, similar ap 
pointments are made on the Senate side. In addition to that, by law, 
we have an advisory committee of seven members—it used to be five, 
but we have increased it to seven—and they are generally educators. 

It was the purpose of increasing the number so that we could bring 
in, we will say, experienced men in other fields. Formerly there was 
no limit to their tenure. 

They act as advisers to the Commandant, and to the Academy on the 
question of curriculum and general standards. 

For a number of years the committee was pretty static, in that, once a 
member was appointed, there was no provision made for changing 
him. Once they were appointed they stayed there until they elected to 
resign. 

Under the new provision of law, which we have changed, in title 14, 
they are appointed for a 3-year term, and in setting up this committee, 
we have staggered the appointments so we will get a rotation, and by 
doing so we hope we will be able to get the advantage of bringing in 
new personnel from time to time. 

The present committee consists of Dean Barker, who was one of the 
original members, and is now chairman of the committee. 

Admiral O'Neri. He is the only one left. 

Admiral Ricumonp. Dean Barker is an emeritus of Columbia. 

Admiral O’NettL. He used to be dean of engineering at Columbia 
and he is now associated with, or the head of, some research association, 
1 believe. 

Admiral Ricroaonp. Then we have a practicing attorney who, at one 
time, was president, and may still be, of National Law School, a Mr. 
Carusi. 

Dr. S.C. Hollister, dean of engineering, Cornell University. 

Mr. Franklin, president of the United States Lines. 

Mr. Sothard, who is connected with the American Export—— 

Admiral O’New.. He is in the Treasury. 

Admiral Ricuaonp. The International Monetary Fund, T believe. 

Then Dr. Roy Blough, with the Council of Economie Advisors. 
And I forgot to mention Admiral Cochran, who is Chairman of the 
Maritime Board. So I think you can see that our present advisory 
committee is quite broad in its scope. This vear we lose two of them, J 
think, next summer we will have to appoint two additional, as replace- 
ments. 

Mr. Gary. Apparently most of the educators have been connected 
with large universities. It might be a good idea to get a representa- 
tive from one of the smaller colleges because their problems are more 
similar to the problems at the Academy than are those at the larger 
schools. 

Admiral Rreuaonp. IT think you are quite right. Of course, the 
big problem we had last summer was in setting up the committee and 
in the choice of names. In the first place, we had a list of about 20 
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names or more and it was pretty much of a problem to get the right 
people. 

Mr. Sreminskt. Roughly, from what part of the United States does 
the larger proportion of the officers come / 


APPOINTMENTS TO THE ACADEMY 


Admiral Ricumonp. I think we could give you that fairly accu- 
rately. I do not have the information here. I believe you could say 
that a greater proportion of the cadets now come from the New Eng- 
land States, largely because the Academy is located there—I do not 
think there is any doubt of that. 

But we get cadets from practically every State. And it does not 
follow that those coming from the New England States come from 
points nearest the sea. As a matter of fact, they are just as apt to 
come from the western part of Massachusetts, as they are from the 
sea coast. 

Mr. Steminskt. What would you think of the suggestion of having 
appointments to the Academy similar to the present system of ap- 
pointments to West Point and Annapolis, graduates from which have 
done well for this country in time of war’ Could Congressmen sub- 
mit recommendations for your consideration and examination ? 

Admiral Rictmonp. I am inclined to think that is something that 
would take quite a little bit of consideration. I might say, basically, 
I think as a general rule we like the competitive examination. We 
feel that it is fairest in the long run to have an entirely competitive 
examination, rather than the appointive system. 

Of course, one of the arguments against the appointive system in 
the past has been based on the question of how the appointment appor- 
tionments would be made to the various congressional districts. That 
might raise a considerable problem. However, I think even that 
could be met—there have been suggestions made for meeting it. 

Now, with respect to the question of whether or not the Congress- 
men could make recommendations, or selection of people by some sort 
of a recommendation, I have never thought that over too much. 

Mr. Sreminskt. For instance, if we used naval districts, regardless 
of the number of Congressmen in each district, could not each district 
hold competitive exams for admission to your Academy‘ Filling 
their quotas competitively as a certain overseas scholarship quota is 
filled ¢ 

Admiral Ricioonp. Well, I do not happen to have all of the think- 
ing about it in mind 

Mr. Steminsket. It might help vou to meet your attrition problem, 
and we might be in position to give you a little help along that line. 

Admiral Ricrrmmonp. That may be true. However. in regard to 
the question of attrition, T think, fundamentally, this again is not 
peculiar to our Academy. It may be that some of the boys have dis- 
continued their course, who have gone there just to avoid service. 
Some of them leave because of their lack of basic fundamental 
courses, particularly mathematics in their undergraduate work. 

And in spite of the fact that our attrition figures are high, some 
of the leading engineering schools indicate that their attritions are 
particularly high, as compared with other schools. 
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In other words, it is not so obvious in the ordinary engineerin: 
school, like Cornell, because if a boy decides he cannot make the grad 
in engineering, he will switch over to something else, or he will lea, 
school and it does not show up statistically. Yet, where you have 
an appointment, it does where the man leaves. 

If you look at it from the statistical standpoint you will find tha: 
probably there are many boys who never should have gone to tli 
Academy, but I know of no way to ascertain that in advance. 

Mr. Steminski. My poimt was maybe you would have less of then 
if they were appointed in the same way they are to the Military 
Academy or the Naval Academy, or on a basis certain scholarship: 
are filled. 

Admiral Ricumonp. I have always felt that anybody had a mucl 
better opportunity to get through if he had had at least 1 year in 
college; I think that man is much better off, generally speaking, tha: 
the one who has had just a high school course with no college. 

Mr. Canrietp. Let me tell you the policy I follow: I have the 
United States Civil Service Commission conduct a regular competi 
tive examination of the boys desiring to enter West Point, or the 
Naval Academy from my district. Those that pass, usually about 
& out of 50, must appear before a selection board made up of three 
distinguished citizens, who go over their background and fitness: 
they make the final determinations. 

Personally I do not see any justification for congressional appoint 
ments of boys to West Point or Annapolis except on the basis of geo- 
graphical distribution. T think the competitive system you are fol 
lowing now probably is the best. There are some States, as you know, 
and IT think Mr. Fernandez has given us an illustration, where the 
boys just do not have a hankering to go to sea, have no desire to follow 
the Coast Guard program. 

Generally it is true, 1 think you will agree, that the boys in New 
England have a hankering for the sea, one reason because of the 
Maritime School and the Academy—they have inherited a love for 
the sea and many of them have lived near the sea. 


ACADEMIC DEPARTMENTS 


Mr. James. Admiral, how many academic departments are there 
at the Academy ¢ 

Admiral Rictimonp. The course is actually divided into three de- 
partments: mathematics, general sciences—the sciences are physics 
and chemistry—and engineering, which also comes under the sciences, 
as such. 

Mr. James. You do not have languages? 

Admiral Ricumonp. We do not have a language department. It 
is a regular engineering course. When I say “departments” I mean 
this: We have three heads of departments. I could give you a com- 
plete curriculum and you could see at a glance what I mean. Gen- 
erally, the course consists of mathematics and engineering, which are 
strong courses; physics and chemistry; and in addition to that sea- 
manship and navigation, as well as some general subjects. There is a 
certain amount of language, but it is not predominantly language. 
There is a little bit of maritime law—the key to maritime law. 
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Mr. James. Then you do have about as many academic departments 
as either West Point or Annapolis 4 

Admiral Ricumonp. Yes. 

Mr. James. I believe West Point has about 10 and I think Annapolis 
perhaps 1 or 2 more. 

I am asking that question, because I want to go back to the matter 
of academic casualties among those entering the Academy. Let us 
say 200 men are in the fourth class and you will graduate, we will 
say, 70. Does that compare unfavorably with the experience of either 
West Point or Annapolis ¢ 

Admiral Ricumonp. No, I do not believe so. Actually you will 
find that the attrition is pretty high. I think they have a little higher 
percentage of graduates than we do. 

You see, this matter of the Academy is a very funny thing. Right 
after the war, even after they graduated, we lost a large number of 
graduates of the Coast Guard Academy which, from the over-all 
Government standpoint—as soon as they had had 3 years, they re- 
signed—was a dead loss, because it costs money to educate a boy at the 
Coast Guard Academy. 

[am convinced that those boys were no less patriotic than the boys 
who went in before the war, except that there was a war on when they 
went tothe Academy. In normal, peacetime conditions they probably 
would not have chosen the Coast Guard as a career, but there was a 
war on and they got an opportunity to go to the Academy and went 
there. They graduated in 1946 and the war was over. They spent 3 
years in the service, but perhaps they did not like it. Perhaps they 
had not looked into it too much before they went in. So they resigned. 

It was not until we got the classes that actually went to the Academy 
after the war that we began to get things fairly well stabilized. 
Now that we are getting 6,000 applications, for instance, for 1950, 
for the Coast Guard Academy, that puts a different light on it— 
having 6,000 boys who want to get into the Coast Guard where the 
figure in 1947 was 700. I do not think there is that much greater 
interest in the Coast Guard. Between 1947 and 1949 there was a 
growth in the number from about 700 up to 2,000 which came about, 
1 would say, with the help of people advertising the Academy, and 
that I think would be normal. But when it jumps from 2.000 to 
6,000 in 1 year, then it is due to conditions outside of the control of 
any of us and I think in times like these it is something that we have 
to accept, and I do not know of any way to eliminate it. 

Mr. James. Of course, you have the same regulations with respect 
to marriage as do West Point and Annapolis? 

Admiral Ricremonp. Yes, 

Mr. James. Do you lose many because they fall in love? 

Admiral Rrenaonp, No, sir. 

Mr. James. That used to be one of the reasons for casualties at 
the other Academies. 

Admiral Riciumonp. I know of only one case in the last 10 years 
and that man had already graduated and was out before we found 
out about it. 

Mr. James. How long are they required to serve at the Academy / 

Admiral Ricumonp. Three years. 
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Mr. James. If they become casualties up there during any part 
of those 3 years, is there any requirement that they go into the regula: 
service of the Coast Guard ¢ 

Admiral Ricumonp. No, sir. 

Mr. James. They do not have to stay in the Coast Guard ¢ 

Admiral Riciumonp, No, sir. 

Mr. James. From some knowledge that I have had in the past 
I have felt that your ratio of casualties was not far different from 
what they have at West Point and Annapolis. 

Admiral Ricumonp. We have had classes that graduated over the 
vears as high as 55 percent. We have had others that dropped down 
to 30 percent. The general average now is about 40 percent. 

(Discussion off the record.) 


USE OF MILITARY PERSONNEL 


Mr. Gary. Are you using any military personnel to supplant civilian 
personnel ? 

Admiral Ricimmonp. Yes, sir—not to supplant them, but to fill gaps 
where we cannot get qualified personnel at the present time. In other 
words, we have a number of vacancies, and have had for some time, 
in civilian positions. The situation is so critical, particularly in engi- 
neering, that last spring, I believe it was, the engineers came to me and 
said, “If we have a man enlist who has had draftsman’s experience 
or ability, rather than sending that man to training, can we take that 
man and use him to get out the work that we have got todo?” So, up 
toa limited number that is done, and it requires my personal approval 
ineach case. As soon as they can get civilians the man is to be released 
to military duty. So it is not a case of supplanting, as T think you 
meant it in your question. Of course, we do have some military 
enlisted men on duty at headquarters. 

Mr. Gary. How many? 

Admiral Ricumonp. We are authorized 75 but I do not think we 
have all of the 75 on board. I will say 72, which is a figure that sticks 
in my mind, but I would like to verify that for the record. 

Mr. Gary. Are any of those replacing civilians / 

Admiral Rrcumonp. They are not replacing civilians. They were 
brought in for jobs that we felt ought to be done by the military. 

Mr. Gary. How many do you contemplate assigning to head- 
quarters 4 

Admiral Ricumonp. We have no contemplation of increasing that 
number at the present time, although T should point out that there is a 
language change here which would take out the restriction from the 
appropriation language. In other words, previously there was a 
restriction on the number and that has to do with one of the suggested 
language changes here. 

Mr. Gary. Tam going to take up language changes ina few minutes. 


INCREASES ASKED FOR SUPPLIES AND MATERIALS AND EQUIPMENT 


sefore we get to language changes. vou are asking for $1.500,000 
increase for supplies and materials. What is the reason for that? 

Admiral RicumMonp. May we insert the breakdown of that figure in 
the record 4 
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Mr. Gary. Yes. Give us a breakdown of both items, “Supplies and 
materials” and “Equipment.” 

(The matter referred to follows:) 

Increase in supplies and materials of $1,592,983 is required to place the military 
readiness expansion authorized by the Supplemental Appropriation Act, 1952, 
on a full year basis in 1953. 

The increase of $1,226,528 for equipment over the 1953 base, as shown on 
page 324, is due to unsatisfied electronic equipment requirements in fiscal year 
1952 due to price increases 

The increase of S665,428 is the net effect of the above increase for electronic 
requirements less the nonrecurring electronic equipment items provided for in 
the Supplemental Appropriation Act, 1952, 


GENERAL MESS RATION COST 


Admiral Ricumonp. In that connection, it might interest the com- 
mittee to know that the last general ration price, firm ration price, 
that we got, although we are asking for $1.35 for 1953, the price for 
October was $1.44 and indications are that for November it will be 
sL.5t. That is for the general mess ration. 


SPARS 


‘Mr. Gary, What about vour SPAR situation 

Admiral Ricumonp. There are presently 210 officers and 102 en- 
listed Spars in the Coast Guard. There are a few on active duty. 

Mr. Gary. You have two officers for each enlisted person / 

Admiral Ricumonp. There have been no new Spars added. These 
are the only ones who have had former service. Anybody who had 
the physical qualifications and apphed was reappointed and the 
officers apphed more than did the enlisted personnel and there has 
been no recriuting program, which explains that. 

There are about 6 officers on active duty and about 20 enlisted 
Spars on active duty, most of whom are here in Washington. 

Mr. Gary. You mean the rest of them are not on active duty? 

Admiral RroimMonp. ‘The Spars are reserve. A Spar is a Reserve. 
When I gave you the Reserve figures those were included. The Coast 
Guard does not have the same organization as the other armed serv- 
ices—a Women’s contingent of the Regular service. 


LANGUAGE CLILANGES 


Mr. Gary. Will you explain the language changes ? 

Admiral RicumMonp, As you know, there has been an attempt to 
sunplify appropriation language. There is a change increasing the 
number of replacement vehicles from 31 to 382 this vear. 


REPLACEMENT OF VEHICLES 


Mr. Gary. What is your situation as to automobiles? 

Admiral RicomMonp. The number is the same as last year. We have 
in operation 258 passenger cars, of which 32 are to be replaced in 
1953. 

Mr. Gary. There is no increase contemplated in the number ? 

Admiral RicumMonp. No; this is purely replacement. 

Mr. Gary. How old are the cars which you are replacing / 

Admiral Ricumonp. We figure an average replacement life of 6 
vears, but I would like to say that there are other factors that enter 
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the picture. Some cars run longer than 6 years. We can insert 
statement in the record of the cars that are indicated for replaceme 
in 1953. 

I was just looking at the mileage figures. The lowest one is 88,00 
miles. There is one Dodge ambulance with 50,000 miles. When w. 
say passenger cars we include station wagons and so forth. 


RECREATION AND WELFARE 


With respect to the elimination of the language for recreation, « 
vou know, for vears that has been an item in the appropriatio: 
language authorizing an expenditure of not to exceed so much mone) 
The change here is for ae es ation of language and the languag 
proposed is uniform with the Navy appropriation language. 

Mr. Gary. You are eliminating the limitation on that ? 

Admiral Ricromonp, That is right. 

Mr. Gary. Can you give us a statement of the amount that yo 
spent for that in the last 5 vears? 

Admiral Rrenmonp. I will have to insert that in the record. T can 
give you the amount that we propose to spend for 1953. 

Mr. Gary. Insert in the record a statement of the amount whic!) 
you have spent for the last 5 years and the amount that you propos 
to spend for the next vear. 

Admiral Ricumonp. Yes, sir. 

(The statement referred to follows: ) 


Expenditures and unliquidated obligations under limitation for recreation of enlist: 
men, appropriations for fiscal years 1947 to 1951 


7 = 
| Expendi- | Unliquidated| Total obli 






tures ; 0 bligations | gations 
on — -_ —— : 
1947 appropriation | $43, 785. 72 $43, 785. 7 r 
1948 appropriation sedate ree 50, 740. 38 | 50, 740 
1919 appropriation 159, 851. 27 159, 851. 27 
1950 appropriation ! j 173, 070. 91 $3, 916. 34 | 176, OST ' , 
195! appropriation ‘ 230, 097. 86 10, 557. 13 240, 654, 0 . 
‘952 appropriation (2) 350, OOO. | 
1953 appropriation - - % ; (*) : 380, 000. 


! Status as of Dec. 31, 1951. 
2 Estimated. 

Admiral Ricumonp. In each year we have had a limitation and 
have not exceeded the limitation. I presume we came pretty close to 
the limitation for recreation. , 

Mr. Gary. You are planning to run over the limitation this time ’ 

Admiral Ricumonp. If this language is adopted, there would b: 
no limitation. 

Mr. Gary. You add welfare to recreation. What is the purpose of 
that / 

Admiral Ricumonp. That language was adopted after a meeting o! 
the budget people. the Treasury people and our own people in an 
attempt to simplify this and they chose the language that appeared 
inthe Navy Appropriation Act feeling that the words “recreation and 
welfare” were all the authority necessary for the Coast Guard. 

Mr. Gary. That would take care of amusement, comfort, and con 
tentment ¢ 

Admiral Ricumonp. Yes. It was an attempt of simplification of 
language, 
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NUMBER OF ENLISTED MEN AT HEADQUARTERS 


Another provision is to eliminate the limitation on the number of 
enlisted men employed at headquarters, particularly in view of the 
present condition which might require a rapid expansion under the 
defense program and make it necessary to bring additional people 
here to meet the immediate demand. 


AIRCRAFT 


Mr. Gary. You are increasing the number of your aircraft ? 

Admiral Ricumonp. Yes, sir; that is right. Actually that is not 
so much of a change, because we had 113 in the last act and under the 
supplemental we had 24. Let me change that, Mr. Chairman. That 
isnotachange. It follows the language of the supplemental. 

The other changes are simply to bring the additional language in 
that is necessary to permit the closing out of the account at the end of 
the year. It is in order to bring the language up to date for 1953. 
These are all date changes. 


RECREATION AND WELFARE 


For “Recreation and welfare” under these estimates, the expendi- 
tures for the fiscal year 1953 will be $380,000. That would be an 
increase over the figure shown for 1952, but the reason for the increase 
is the additional personnel for which you have to provide the recrea- 
tion and welfare. For 1952 by a supplemental that was increased to 
$350,000 so that the increase is actually only $30,000 over what it was 
for 1952. 


Mr. Gary. You are not planning to expand the program but rather 
to extend the program to the entire personnel, which has been 
enlarged ¢ 

Admiral Ricuaonp, Essentially it is the same program which has 
already been approved for this fiscal year annualized. 


ACQUISITION, CONSTRUCTION, AND DMPROVEMENT 


Amounts available for obligation 


1951 actual 1952 estimate 1953 estimate 


0), OOO $18, 225, 000 $21, 000, 000 


Appropriation or estimate $25, 25 
415, 152 4, 065, 204 


Prior year balance available__.._- i, 


Total available for obligation ee 29, 665, 152 22, 290, 204 21, 000, 000 
Balance available in subsequent year —4, 065, 204 


Obligations incurred : 25; 22, 200, 204 21, 000, 000 


Obligations by activities 


Description 1951 actual | 1952estimate 1953 estimate 


Search, rescue, and law enforcement__.- $11, 571, 183 $12, 568, 565 $12, 817, 100 

Aids to navigation 6, 935, 758 &, G05, 560 7, 432, 900 

Ocean Stations 9, O86 |... 750, OOO 
1. Port security... pend ’ 7, O83, 921 816, O79 


Obligations incurred aie 25, 599, 948 22, 200, 204 21, 000, 000 
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Object classification 
Full-time equivalent of temporary positions. ___---- eee 
Average number of all employees 


01 Personal services: Part-time and temporary positions 


02 Travel 
03 Transportation of things 
04 Communication services 


05 Rents and utility services 
Printing and reproduction 
07 Other contractual services 
Supplies and materials 
Equipment 

10 Lands and structures 

15 Taxes and assessments 


Obligations ineurred 


Analysis 





Uni rt of r 
Ob the y 
Deduct 
Unliquidated obligations, end of year 
Adjustment in obligations of prior years 
Total expenditures - 
Expenditures are distributed as follows 
Out of current authorizations | 
Out of prior au horizations j 


Mr. Gary. We now take up the request 
tion, and improvements” and at this point 
page 325 of the justifications from which 


Obligations by objects 


1951 actual 





1952 estimate! 1953 estimat 








72 65 | 
72 65 
$319, S77 $283, 705 $288 
73, 096 42, 695 42, 
37, 821 17, 000 17 
1, S28 
2, 789 
RTS 
1, 442, 620 1, 229, 050 228, { 
1, 926, 55: 442, 930 14,4 
20, 578, 17, 480, 504 18, 804, 1I 
1, 216, 2, 793, 895 1, 605, 045 
425 2 
25, 599, O48 22, 290, 204 21, 000, 00) 
1951 aetual 1952 estimate 1953 estimat: 





3, 686 $10, O17, 306 $8, 147, 51 
.U4S 22, 290, 204 21, 000, 00 
28, 293, 634 32, 307, 510 29, 147, 51 
10, O17, 306 8, 147, 510 7,147 
1, 397 
18, 274, 931 24, 160, 000 22, 000, Ot 
4 o21 |f 14, 142, 694 14, 557, 0 
18, 274, 931 i 10, 017, 306 7, 442, 94 


for *A¢ quisition, construr 
we will insert in the record 
it appears that the appro 


priation for 1952 was $18.225,000 and the request for 1953 is S21 


million, an inerease of S2.775.000. 
(The matter referred to follows :) 


tnalusis of appropriation base for fiscal yeas 


Regular appropriation, 1952 act : 
Supplemental appropriation for 1952 


Total appropriation, 1952 
Reductions: nonrecurring 1952 projects: 
Search, rescue, and law enforcement 
Operation of aids to navigation—__ e 
Adjustment in base_- 
Appropriation base for 1953 oe s 
Increase over appropriation base for 1953___—_—- 


Appropriation estimate for 1953_-_--_--- 


Increase or decrease from total appropriation, 


1953 


S15, 350, 


Sa, 


(ime 
yA nt 


18, 225, (400 


$11, 664, 000 
6, 561, OOO 
—18, 225, 000 


21, 000, O00 


21, ODO, 


ou 


1952 +2, 





775, OOO 








247 


Comparison of appropriation base with appropriation estimate for 1953 


| Appropriation base | Appropriation esti- Increase or 
| for 1953 { mate for 1953 decrease 
| ao | ‘ 
hetiws | | 
Activity | 
3 Aver- ; Aver- | Aver 
age | ; age age 
| f : | ! i lol t 
| posi- Amount | posi- | Amount posi- Amoun 
tions | tions tions 
| j 
nee noe ; leds | 
Search, rescue, and law enforcement 10.2 !$12, 817, 100 10.2 | $12,817, 100 
Operation of aids to navigation 63.3 | 7, 432, 900 53.3 7, 432, 906 
Operation of ocean stations 7 750, 000 1.7 750, 000 
Increase over appropriation base 65.2 | 21, 000, 000 65, 2 21, 000, 000 


Mr. Gary. Will you tell us what this $21 million is to be used for? 

Admiral Rrcumonp, Page 326 sets up the items and shows that 
S12,.817,100 is for “Search, rescue, and law enforcement,” of which 
the greater proportion will be the replacement of aircraft. 

Mr. Gary. We will insert in the record page 326 at this point. 

(The matter referred to follows:) 


GENERAL STATEMENT 


The funds requested under this appropriation title represent capital invest- 
ments in Coast Guard operating facilities, such as the establishment and improve- 
ment of aids to navigation, the acquisition of aircraft, the replacement or 
improvement of vessels, and the replacement or improvement of shore structures. 
The funds requested are to remain available for expenditure until the specific 
projects included in the capital improvement program are completed. 

The estimates for 1953 represent an increase of $2,775,000 compared with funds 
for the fiscal year 1952, as shown in the comparative summary below. In com- 
pliance with the directive of the President relating to the curtailment of the use 
of materials and other resources needed for national defense, the program for 
1953 is limited to projects of an urgent character and is considerably below 
annual replacement which normally should be observed, taking into considera- 
tion the total value of the investment in Coast Guard facilities. 


Comparative Appropriation by Activity 


1951 alloca- 1952 alloca- 


: bs 953 estima 
tion tion 1953 estimat 


Search, rescue, and law enforcement: 








(a) Lifeboat stations $986, 5TO 2, 000 $75, 000 
(b) Vessels 0 000 0 
(c) Aviation 11, OSS, G00 O00 i2, 500, 000 
(d) Support units_ 556, 250 10, O00 242, 100 
Subtotal = 12, 627, 760 11, 664, 000 12, 817, 106 
2. Operation of aids to navigation: 
(a) Visual aids 2, 795, 330 1, , 600 1, 176, 000 
(h) Vessels : 2000 592, 10) 
(c) Loran : 1, 168, S10 4 3, 100 5, 589, SOU 
(d) Support units- 758, 100 27, 300 75, 000 
Subtotal 4, 722, 240 6, 561, 000 7, 482, 900 
3. Operation of ocean stations: (a) Vessels_- H 0 0 750, 000 
4, Port security: 
(a) Aviation 132, 990 0 r 0 
(b) Vessels 7, 367, 010 0 0 
(c) Support 100, OOM) 0 0 
Subtotal 7, GOO, 000 0 0 


Total appropriation or estimate 25, 250, O00 18, 225, 000 21. 000, 000 
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Admiral Ricumonp. $12,500,000 is for the purchase of 19 replac: 
ment aircraft of which 10 will be fixed wing and 9 helicopters. 

As indicated, that is part of the orderly program to replace our flee: 
of aircraft, which we launched in 1951. That was the first year we 
obtained any funds for the purchase of aircraft. 

Seven million four hundred thirty-two thousand nine hundred do] 
lars is for aids to navigation, the principal item of which is the estab 
lishment of an additional loran facility. 

The third item is $750,000 for the reengining of one of the AVP’s 
that we obtained from the Navy which is equipped at the present time 
with experimental Diesels. They are neither efficient nor are they 
capable of being run effectively, because there are no spare parts avail 
able and any repairs are very expensive. They were put in originally 
by the Navy and the Navy changed their type of Diesel. 

Mr. Gary. None of this money will be used for the reconditioning 
of the ships that you got back from Russia; is that correct 

Admiral Ricumonpb, That is correct, sir. 


AIRPLANES 


Mr. Gary. How many airplanes do you have now ? 

Admiral Ricumonp. As indicated we have on hand, or have left at 
the end of this fiscal year on transfer from the Navy of 24 planes, 137 
aircraft of which 31 will be helicopters. You asked me before about 
the helicopters. I said 23 but at the end of this year we should have 
31 helicopters on hand. 

Mr. Gary. How old are these planes? 

Admiral Ricumonp. The majority of them are wartime-built planes. 
Starting with the 1950 funds we purchased seven helicopters and four 
fixed-wing planes. The year before we purchased one helicopter. We 
are just now finishing delivery on those four fixed-wing planes. | 
say just now—we got the four last fall. 

Out of 1951 funds we got money for 13 additional helicopters and 14 
fixed-wing planes. We are still taking delivery on 12 fixed-wing 
planes and will not complete that until this summer. 

Out of the 1952 funds we are purchasing four fixed-wing planes and 
seven helicopters. In that I am not including the three helicopters 
that we ordered out of the 1951 supplemental for port security which 
will be delivered next month. So the present condition is with respect 
to fixed-wing planes that we will have, presumably by the end of this 
calendar year, 23 planes delivered—fixed-wing—and by next January 
we will have 7 additional out of available funds. That will make 30 
out of the fleet of 106 fixed-wing planes. 

That 137 figure that I indicated this morning is a little misleading, 
because we are getting 24 planes this year, but those planes will be 
as old as the planes we previously had. ‘They are Navy planes trans- 
ferred to us for this particular job because of the delay in getting 
delivery on fixed-wing planes plus the fact that we had no funds with 
which to buy the fixed-wing planes. 
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AIRCRAFT REPLACEMENT PROGRAM 


Mr. Gary. The statement on page 329 of the justifications reflects 
your replacement program ; is that correct / 

Admiral Ricumonp. That is right, sir, except that there is a typo- 
eraphical error. The figure for VU19 should be 27, but the total is 
the same. The H-rotary wing short-range should be 14 and the 
medium range 17, 

Mr. Gary. Will you file a corrected copy of that table for the record 4 

Admiral Ricnhmonp. Yes, sir. 

(The matter referred to follows :) 


1. SEARCH, RESCUE, AND LAW ENFORCEMENT 
B. AVIATION 


(1) Replacement of aircraft, $12,500,000.—The funds requested under this 
heading are to replace presently operated aircraft which will be overage in 1954. 
In order to obtain delivery in 1954 it is necessary to contract for replacement in 
1953. The $12,500,000 requested will permit replacement of 19 planes which will 
be overage in 1954, as follows: 


Aircraft 
Inven- for re- 
Type of aircraft tory place- Unit cost 
1953 ment 
1954 


| Replacement 
cost 





VP (HL) heavy land 7” . . : 0 0 
VP (MS) long-range off-shore . . 25 3 $1, 960, 000 $5, S80, 000 
Medium range amphibian | 35 7 555, 000 3, 885, 000 
\ R-transport. .- 0 0 
VU-utility.._.- ; ; : 27 0 0 
H-rotary wing: 

(1) Short range... -- 116, 600 116, 600 


(2) Medium range.. | 327, 300 2, 618, 400 


Total aircraft : ae = 37 ( 12, 500, 000 
i To replace 8 V U-utility planes which will be over age. 


Admiral Ricomonp, [I might explain the reason for that. When 
this table was made up originally, with these 24 planes that we were 
to get from the Navy, we were to get 8 helicopters, but they did not 
have them. So they are giving us ‘8S JRE’s in lieu thereof. 

Mr. Gary. We shall also insert in the ree ord, along with a corrected 
version of the table on page 329, the table on page 330. 

Admiral Ricumonp. ‘There should be a change in that table under D 

for replacement of 16 planes received from the Nav y. That is at the 
bottom line. 

Mr. Gary. It will be inserted in the record as corrected. 
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1. SEARCH, RESCUR, AND LAW ENFORCEMENT 


B, AVIATION 


1. Replacement of aircraft—A comparative summary showing the number of 
aircraft contracted for or required to meet future attrition, the number to be 


disposed of the following year, and the funds required each year from 195) 
through 1958 is as follows: 


| Number to | Number of 


F Numb 
Year be disposed — Funds ; on har 
— jof in follow- Se bred KO required } end 
ing year meet ittri- | vear 
tion | . 
1951 131 258 $10, 797, 990 | $1] 
1952 12 12 11, 109, 000 ! 
1953 19 19 412, 500, 000 
1954 15 15 12, 603, 500 
1955 15 15 16, 132, 600 | 
1956 14 14 14, O78, 400 ! 
GAT 16 16 16, SSS, 100 ] 
1958 26 26 7, 521, 400 
' No aircraft were disposed of by sale during fiscal year 1951; therefore, no funds were deposited in t 


Tre isury or miscellaneous receipts from that source 
? Includes 24 aircraft received from Nav y in connection with military-readiness program: for which 
funds are required on origin a procurement 
Includes three rotary wing aircraft procured in 1951 for port security 
4 Does not include $21,711, 400 to be requested separately for replacement of 16 planes received from Na 
for military-readiness program in 1952. 





Mr. Gary. The other projects are listed and described in the justi 
fications and I do not see any need for putting those in the record, 


LANGUAGE CHANGES 


What about your language changes in this section / 

Admiral Ricumonp. They were all largely for simplification. 1 
do not think there is anything controversial except on the question of 
the use of language. The main one is that, for necessary expenses of 
acquisition, construction and improvements, and so forth. The pur- 
pose is to simplify the language by the elimination of unnecessary 
words, 

Mr. Gary. In other words you take out construction and rebuilding 
or extension of shore facilities, including acquisition of sites and im- 
provements thereon when specifically approved by the Secretary; is 
that right ¢ 

Admiral Ricumonp. That is right, sir. 

Mr. Gary. And for expenditures directly related thereto inc rg 
personal services of $15 million; that project has been completed ; 
that correct ? 

Admiral Ricumonp. No, it has not been completed. We have sim 
plified the language to take that out and substitute up above: “For 
necessary expenses ‘of acquisition, construction and rebuilding and im- 
provement of shore facilities and vessels and equipment. 

Mr. Gary. Aids to navigation, shore facilities / 

Admiral Ricuumonp. And vessels and aircraft. 

Mr. Gary. What shore facilities are contemplated for the next 
vear ¢ 
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Admiral Riciemonp. They are listed. Any shore facilities listed 
herein in our projects. 

Mr. Gary. Son do eliminate “when specifically approved by the 
Secretary”? You eliminate the requirement for the Secretary’s 
approval ¢ 

Admiral RicuMonp, That is right. 

Mr. Gary. What is the reason for that ? 

Admiral Ricumonp. Simplification of language entirely. This 
group got together to simplify the language in the appropriation act 
and decided the way we were saying it was cumbersome and the other 
way was preferable. 

Mr. Gary. I take it you would hardly acquire shore sites if the 
Secretary disapproved. 

Admiral RicumMonp. That is correct. Also if we did not have any 
money to acquire them with we would not acquire them anyway, 
because the estimates behind the language contain no request for funds 
for the acquisition of sites. The details of the amounts set forth 
indicate what the money is going to be spent for. 


LORAN PROGRAM 


Mr. Canrrecp. You indicated earlier that you would expand some- 
what on your loran program. Will you do that now ? 

Admiral Ricumonp, Yes, sir, We are requesting a total of $4,984,- 
675 for the extension of loran coverage in accordance with require- 
ments established by the Joint Chiefs of Staff. Before discussing 
that I would like to report on the extension of the system as author- 
ized under the supplemental of this year. You will recall that in that 
supplemental there is $2.5 million for tive mobile loran installations. 
We told you at the time the idea was to get on the air with these 
mobile installations as rapidly as possible. The idea was to house the 
transmitting equipment and if necessary the power-generi ating equip- 
ment in vans which would be on the sites chosen and that our person- 
nel would be subsisted and sustained by the support of the Air Force 
or other services in the vicinity. 

This fall sites were chosen in Japan and the first three units have 
arrived in Japan. They have not started to transmit. 

Experience has shown that it takes approximately $400,000 as near 
as we can tell now to get a mobile unit on the spot and provide nothing 
for the maintenance of the crew. At the three stations in Japan our 
plans are presently to subsist on the Air Force. The Air Force is 
presently putting up two small buildings there. One is a sort of a 
watch building, storeroom, and another building to put the generators 
in, taking them out of the van because it is desirable, if they can give 
us a semipermanent set-up on the ground—that is better than keep- 
ing the generators in the van. 

It is expected that the first three stations—and that incidentally will 
be a five-station chain, Japan and the China Sea area—wil] be on the 
air within the next 2 months. 

The fourth station will prebably be put in somewhere in Korea 
if the situation does not improve there. Whether or not we can get 
logistic support from the other services as far as this station is con 
cerned, we do not know vet. 








252 


The fifth station will be on one of the southern islands of Jap: 
and there probably we will have to spend considerably more than t)\ 
$400,000 I mentioned for the station in order to put in some sort «| 
huts for the men to live in. 

That is the situation with respect to the use of the loran money thiut 
was granted in the supplemental. 

Now if I may I would like to go off the record. 

(Statement off the record.) 


OCEAN STATIONS 


Mr. Canrretp. Will you discuss briefly the picture regarding you 
ocean stations program and plans for 1953 making reference to thy 
rescue features of that program as well as the weather factors / 

Admiral RicumMonp. In the Atlantic the plans for 1953 contemplate 
no change over what presently exists: that is, the five and two-third- 
stations that we are now manning, although there is a possibility that 
in the next year or so—this does not affect 1953—there may be some 
change in the international agreement. They are scheduled to have 
a meeting in the fall of 1952, unless it is postponed, to decide on how 
many stations and that might encompass some change, but there is no 
change contemplated at this stage so far as we know. 

Mr. CanrreLp, What nations are involved ? 

Admiral Ricumonp. England, Norway—all the Atlantic Treat, 
Nations—Belgium, France, Canada, the United States. 

In the Pacific, as indicated in the Commandant’s statement, we are 
presently manning five stations: the two additional that we took over 
in September, although all of the vessels that were authorized, the 
six vessels that were authorized for the two additional stations have 
not worked into the schedule, but we managed to take the stations 


over a little earlier by tightening up on the schedule. In addition to 


that, the Canadians are manning one station in the Pacific and the 
Japanese are manning one station. 

Obviously all these station vessels are potential search and resc 
units as well as a radar screen from the coastal standpoint. ‘The 
also act as aids to navigation and homing aids for the planes plying 
back and forth. 

In addition, an additional station has been requested in the Pacific. 
a Station William, which is west of Wake, but that matter is stil! 
pending. It has the approval of the Air Coordinating Committee. 
but has not been approved by the Bureau of the Budget at this time. 
If that is approved as an additional station, that would entail addi 
tional appropriations, because we do not have the vessels that we can 
put on this station and man this station without working an undu 
hardship on the personnel. 

Mr. CanrieLp. What is that assignment now in terms of days? 

Admiral Ricumonp. Actual days at sea on station, 21 days. Ther 
is the average running time to and from most stations to port, 5 days 
That varies. In the Pacific it is a little bit more, particularly the wa) 
they work it there. They go from the west coast to Honolulu and 
then on out to Station Sugar and then Japan and then back to Victo: 
and then make their return. In other words, they do two station- 
before they return which means that they are away from their hom: 





1, 
2. 
3. 
4 
5 
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port probably 3 months. On the number of ships that we have out on 
the west coast at the present time and the number of stations, they 
will average about 43 percent of their time at sea on ocean station 
duty. That does not include any time out for training or for such 
a case as the loss of the merchant vessel Pennsylvania where the inport 
vessels have to go out and search for the vessel in distress. 


Rerirep Pay 
Amounts available for obligation 


1951 actual | 1952estimate , 1953 estimate 


Appropriation or estimate_- _— a $15, 575,000 | $16,647,000 | — $17, 600, 000 
Unobligated balance, estimated savings : , — 267, 516 —185, 000 
Obligations ineurred__._-.- 15, 307, 484 16, 462, 000 17, 600, 000 


Obligations by activities 





Description 1951 actual | 1952 estimate | 1953 estimate 
1. Enlisted men__._--.-- ee ton pe ne $6, 256, 485 $6, 842, 794 
2. Commissioned officers... .- ~~. ~~~ -- e 6, 054, 792 6, 466, 602 
3. Chief warrant and warrant officers. __ 1, 671, 452 1,821, 473 
4. Former Lighthouse Service. __-- 2 1, 273, 765 1, 273, 608 
5. Former Lifesaving Service F : 38, 452 36, 190 
6. Reserve personnel (Public Law 810) 12, 558 21, 333 
* Obligations incurred ____..-.------ 15, 307, 484 16, 462, 000 17, 600, 000 
Obligations by objects 
12 Pensions, annuities, and insurance claims: 
1) VES eis Sie ea Stet i ak cr eae .. $16, 307, 484 
2: A ie exice ioe clas atta Metis cio A ia 16, 462, 000 
se aa ee Ss : Sic ed ioe eS at te pt ee a ie hea reas ie 17, 600, 000 


Analysis of expenditures 





1951 actual 1952estimate 1953 estimate 


Unliquidated obligations, start of year - $457, 071 $52, 871 $65. 000 
Obligations incurred during the year 15, 307, 484 16, 462, 000 17, 600, 000 
15, 764, 555 16, 514, 871 17, 665, 000 
Deduct: 
Unliquidated obligations, end of year 52, 871 65, 000 70. 000 
Adjustirent in obligations of prior years_ - -- 1, 432 
Total expenditures. __- 15, 710, 252 16, 449 871 17, 595, 000 
Expenditures are distributed as follows: 
Out of current authorizations. _- S30. J rae 15, 255, 685 16, 397, 000 17, 530, 000 
Out of prior authorizations : 454, 567 52, 871 65, 000 


Mr. Gary. The next item is “Retired pay, Coast Guard.” In this 
connection we will insert in the record page 346 of the justifications 
from which it appears that the apropriation for 1952 was $16, 647,000 
and the request for 1953 is $17,600,000, an increase of $953,000, 
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Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act --_.-__-_____ iE IE PR PPR A OOD E. hse 647, 000 
Supplemental appropriation for 1952___ 


Total appropriation, 1952__ as eae semen Met, 000 
Reductions: 

PRIOR MOT RWI ee SRR OOD 

Former Lighthouse Service_ oP ; : 12, 768 


Former Lifesaving Service ___—___- eee Bex: 3, 850 


a eae s Shae —201, 61S 


Appropriation base for 1953 ____ ee eA ee 16, 445, Ssv 
Increase over appropriation base for 1953__- Eeetename . 1, 154, GIS 


Adjustment in base ~~~ ~~ __ 





Appropriation estimate for 1958_...._._._...__.______~ ee ere 17, 600, 000 





Increase or decrease from total appropriation, 1952 seep +953, 000 


Comparison of appropriation base with appropriation estimate for 1953 


Appropriation base Appropriation esti- Increase or 
for 1953 mate for 1953 decrease 
Activity 
Activity A ver- Aver- Aver- 
re age age 
pan Amount par Amount age Amount 
posi- Posl- : post- 
tions tions tions 
Enlisted men 3,456 | $6,842, 794 3,842 $7, 542, 007 356 +3699, 215 
Commissioned officers 1, 626 6, 466, 602 1, 708 6, 792, 716 82 $320, 114 
Chief warrant and warrant officers 703 1, 821, 473 751 1, 945, 841 1s +124, tis 
Former Lichthouse Service 790 1, 260, 840 TWO 1, 260, 840 
Former Lifesaving Service 42 32, 340 12 32, 340 
Reserve personnel (Public Law 810) 13 21, 333 It 26, 256 3 | +4, 92 
Increase over appropriation base 6,660) 16,445, 382 7,149 17, 600, 000 489 | +1, 154, 61s 
Adjustment in base 113 L201. G18 13 O01, GIS 
Total, appropriation 1952, and ap 
propriation estimate for 1953 6,673 | 16,647, 000 7,149 | 17,600, 000 476 +953, 00) 


NUMBER OF PERSONS TO RETIRE 


Mr. Gary. What is the reason for that increase / 

Admiral Ricumonp, Estimated additional number of persons on 
the retired list in 1953 as compared with 1952. Part of that come: 
from the greater number of enlisted men that can avail themselves 
of the 20-year retirement. Actually none of them are getting it in 
20 years, but it is on a percentage basis—1 percent of ‘the enlisted 
complement. So that there will be some additional brought about b) 
that reason. 

Mr. Gary. How many additional are there? 

Admiral RicrMonp. Four hundred and seventy-six estimated. 

Mr. Gary. How does that compare with the increase in previous 
years / 

Admiral Ricrowonp. T would have to cheek it. I should imagine 
it would be greater by reason of the fact that we are putting more en 
listed men on. We will have more requests because of the larger num- 
ber eligible. 
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Mr. Gary. Eligibility and the rate of pay are fixed by law, 


is nothing we can do about it? 
Admiral Ricumonp. That is correct. 


so there 


Mr. Gary. Will this amount be increased by the bill that passed the 


House yesterday ? 

Admiral Ricumonp. It would be. 

Mr. Gary. The 10 percent bill? 

Admiral Ricumonp. If that applies to retired pay. 

Mr. Gary. It does. That would add how much? 

Admiral Ricumonp. I would say $1,700,000. 

Mr. Gary. If there are no further questions on this item, 
pass to the next item. 


ReEsERVE TRAINING 


Amounts available for obligation 


: fl 
| 1951 actual | 1952 estimate 


Appropriation or estimate ____- EE Ee = ~ | P 
Comparative transfer from ‘Operating expenses, Coast | | 
Guard” ; j ereeere eae ean $984, 914 | 


Total obligations 
| 


Obligations by activities 


Reserve training program: 
1h) Ra ee oe en ne ape roar Ae nee are arate 


Obligations by objects 


Object classification 1951 actual | 1952 estimate 


Number of permanent positions: 


Military 65 % 
Civilian. 15 26 
Tota) number of permanent positions &() 116 
Average number of all employees 
Military 413 7s 
Civilian ‘ bi 11 23 
Total average number of all employees 54 101 


Average salaries and grades: 
General schedule grades: 


Average salary $2, 752 $3, 019 
Average grade... GS-3.1 GS-3.1 
OL Personal services: 
Permanent positions: 
Military | $241, 256 $441, 372 
Civilian 29, 813 66, 834 
Regular pay in excess of 52-week base | 263 
Drill and active duty pay of trainees 438, 671 1, 052, 229 
Total personal services 709, 740 1, 560, 698 
02. Travel 71, 456 115, 672 | 
03 Transportation of things | 172 9, 800 
4 Communication services 832 2, 300 
05 Rents and utility services 1, 027 10, 500 
06 Printing and reproduction 7,888 12, 000 
07 Other contractual services 16, 104 5, 000 
OS Supplies and materials 155, 872 97,311 
09 Equipment | 21,744 35, 985 
1§ Taxes and assessments 79 734 
Total obligations | 984, 914 1, 850, 000 


93930—52———_17 


} 2 SSS 
rinses late | $1, 850, 000 | $4, 000, 000 


984,914 | 1, 850, 000 | 


we shall 


1953 estimate 


4, 000, 000 


$984, 914 
1, 850, 000 
4, 000, 000 


1953 estimate 


$687, 198 
109, 172 
421) 

2, O85, 134 


2, 881, 924 
810, 328 
12, 000 

5, 000 

12, 000 

17, 500 

7, 500 
233, 796 
19, 000 


952 


4, 000, 000 
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Analysis of expenditures 


Unliquidated obligations, start of year 

Obligations incurred during year 

Deduct unliquidated obligations, end of year 
Total expenditures 

Expenditures are distributed as follows: 


Out of current authorizations. . 
Out of prior authorizations_- ae ! 


Mr. Gary. The next item is the Reserve training program. 


| 


1951 actual | 1952 estimate | 1953 estima’, 


$1, 850, 000 


1, 700, 








1, 700, 000 | 


000 | 


| 
oo 


| 4, 000, 00) 


$150, 000 


1, 850, 000 | 
150, 000 | 





In this 


connection we shall insert in the record page 348 of the justifications. 


(The matter referred to follows:) 


Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act ______- ee 7 
Supplemental appropriation for 1952__ ~~~ __- 


Total appropriation, 1952__- s 
Reductions, Reserve training program : 
PRR | GNI os a 
Indirect expenses ‘ ates ~ 


Total . ee. z 
Additions, indirect expense 


Adjustments in base__ Soe 


Appropriation base for 1953 __ 
Increase over appropriation base for 1953 


Appropriation estimate for 1953 


Increase or decrease from total appropriation, 1952 


$200, 3872 
38, 275 


245, 647 
1, 509 


$1, 850, G00 


1, S50, O00 


—242, 138 
1, 607, S62 
2, 392, 138 


4, 000, 000 


2, 150, 000 


Comparison of appropriation base with appropriation estimate for 1953 


Appropriation base | 


or 1953 


Activity 
. : Aver- | 
age E 
posi- Amount 
tions 
Reserve training program 
Direct expense $997, 236 
Indirect expense 101.0 610, 626 


101.0 1, 607, 862 
+242, 138 


Increase over appropriation base 
Adjustment in base 


Total appropriation 1952, and ap- 


propriation estimate for 1953 101.0 


STRENGTH 





1, 850, 000 


Appropriation esti- | 


Aver- 
age 
posl- 
tions 


155. 2 


155, 2 


Increase or 


mate for 1953 decrease 
} 
Aver- | 
age } 
Amount age | Amount 
posi- | 
tions | 
$3, 064, 163 |___- $2, O66, 0 
935, 837 54.2 | 325, 2 
4, 000, 000 | 54.2 2, 392, 158 
— 949 
2 2, 15 


155. 2 


OF RESERVE 


4,000,000 | 54.5 


Mr. Gary. It appears that the appropriation for 1952 was $1,850, 
000 and the request for 1953 is $4 million, which represents an in 
crease of 
Admiral / 


$2,150,000. Tell us 


something about 


that 


progra Ih. 








Admiral Ricumonp. This program was inaugurated a little over a 
year ago, about a year and a half ago, as a result of an increase in 
operating expenses of $1 million which this committee put in for the 
inauguration of the Reserve program. 

The funds of the first year went to train a number of the Reserve, 
principally for the organized units for port security which were set 
up. Of course, a certain amount of time was lost in organizing, get- 
ting ready, because the Reserve at the time the money was made avail- 
able consisted primarily of an officer corps entirely. There were 
no enlisted men in it, because at the end of the war the Reserves had 
been discharged and the officers who elected to stay were put on what 
was an Inactive list. 

The mobilization strength of the Coast Guard Reserve, or the 
strength that we aimed for was approximately 2,400 officers and 25,- 
000 men for the first several months. Since that program has been 
inaugurated we have trained up to June 30, 1951, about 7,500 per- 
sonnel. Some of the officers were already in and the others are en- 
listed men. Some we recruited. 

I said that we had trained 7,500. We did not train 7,500. We had 
un estimated Reserve strength at the end of 1951 of 7,500. 

I do not have the actual training figures at the end of that period. 
I do have them for June 30, 1951. I think it would be better if I 
gave those figures: 1,429 officers and 2,521 men that had been trained 
under the $1 million. 

I would like to point out that when I say “training” it means that 
some of those may have only had one or two drills, because some of 
them did not join until just before the end of the fiscal year, but that 
was the number on the books. By June 30 of this year it is esti- 
mated that the number of men who will receive training, officers and 
men, amounts to 5,000. That is an estimate, so I do not want to 
break it down between the oflicers and men. 

The majority of those will be on a full-year basis, as distinguished 
from the first year, when they were on a partial year and probably 
only the last quarter at the most. 

The plans under the $4 million would give us a total trained per- 
sonnel of about 7.200 officers and men. 


DIFFICULTY IN ESTABLISHING PLAN 


So far as the Reserve program itself is concerned, it has proceeded 
about as we planned, with one or two problems that have come up that 
were not anticipated. One of those revolves around the enlisted men, 
for origimally we had planned to set up these organized port security 
units, using the officers that were already in, and attempting to re- 
enlist or to enlist former members of the Reserve or the Coast Guard. 
or even other services, in these organized units. Unfortunately it 
did not work out that way, because the men who had had previous 
service either in the Coast Guard or in other services did not care 
to join any Reserve. They did not have to, and there was no pressing 
need, so they did not join. Therefore, as of last year it was neces- 
sary in order to get the men to carry out the program in these or- 
vanized units to go out and enlist green material, 17-year-old and 
iS-year-old boys. That meant that the units themselves, the port 
security units, were set back in their training plans, which envisaged 
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the protection of dock areas, and they had to give these raw recruits 
a certain amount of basic fundamental seamanship, before they could 
take them out and give them a gun or march them up and down 
training to protect port areas. They had to train them to properly 
protect the dock area, and they still had to give them a certain amount 
of fundamental seamanship and other basic knowledge required of an 
enlisted man. 

Many of these boys were able to go to our regular training center 
for a least a 2-week period of active duty training before they went 
on duty. 

RESERVES ELIGIBLE FOR DRAFT 


It was just this fall, I think, when our ORTUPS units were draw- 
ing ahead a little bit, when a new problem came up. This was the 
fact that a boy enlisted in our Reserve is not removed from the draft. 
However, they do have a choice if they are called to service, since 
they are already in the Coast Gauard Reserve, of going on active duty 
in the Coast Guard. By the same token, it is not to the best ad- 
vantage of these particular organized units. 

As an example of that, last week when I was in New York, Admiral 
Wood and I went over to visit one of these units in Brooklyn, which 
was one of the larger units. It was supposed to have 123 men, and at 
one time the complement was up to 122 men in his group. We asked 
the officer in charge how many men he had, and he said he had 97 at 
the beginning of the week, but by the end of the week he expected 
to be down to 91. That is a very practical problem. 

When we came before this committee to set up this program, we 
had not anticipated we would run into that problem, but it is one 
with which we are faced. 

Up to date in 1951, which probably is the 31st of December, on the 
2 weeks of active training we have had 113 officers and 808 men taking 
the 2 weeks of active-duty training. That may be for some of them 
just volunteer units, and it also includes a number of the boys who 
have also taken their weekly drills. As of December 31 there are 
presently 256 officers and 2.549 enlisted men in the port-security units. 

In the other units, which we call the ORTUAGS, there are 30 offi- 
cers and only 67 men. Those are usually relatively small units. We 
also visited one of those, which had only 4 ofhcers and 17 men. 

In addition to the fundamental seamanship, they were being trained 
specifically as a CIC group in the Navy armory in Brooklyn. 

Mr. Canrietp. Off the record. 

(Discussion off the record.) 


COMPOSITION OF RESERVE UNITS 


Admiral Ricumonp. On the ORTUPS, there are now authorized 42 
organized units for port security, and there are 9 units of these 
ORTUAGS. There are 45 volunteer units. 

A volunteer unit can vary from two or three officers up to a con- 
siderable group. They usually group together, you might say, on 
the basis of specialty. 

For example, in New York there is a small unit of five lawyers who 
meet regularly to discuss problems and so forth, and to work into the 
whole program. However, they are not required to have regular 
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drills, and most of their work is done either in the meetings or in the 
correspondence courses that they take. 

In addition to those people who have, you might say, signed up 
with the organized units and volunteer units, we have a large number 
of reservists who are classed presently as volunteers, but practically 
I think that many of them are really inactive. 

The officer group is composed of three types: Some that were on 
the lists who have not been willing to join up with the organized 
or strictly volunteer unit, and who probably do not want to commit 
themselves short of an all-out emergency. That is probably because 
of financial or family reasons, where they cannot afford to. They 
are of potential value in the event of an all-out emergency, but in any 
case they would take several months to be refreshed before you could 
use them. 

In the enlisted group they have a sizable group who actually only 
make up a list. 

Last vear, in order to level off the humps that come from enlisting 
large groups of men at one time, we permitted a number of the men 
who had reenlisted or extended their enlistment because of the Presi- 
dential directive to take their discharge from the Coast Guard—this 
was between the period of the port security and the start of the other 
program—provided they would enlist in the Reserve. Of course, they 
did that, but all they do is to file their name, as to where they could be 
reached. Of course, they would be valuable in the event of an all-out 
emergency, if the emergency came soon enough, because they have just 
completed 3 years of active-duty training and therefore are trained. 

This money which is requested here would permit us to complete 
training on about 40 percent of our M-day requirements, which, as I 
indicated earlier, run around 25,000 officers and men. 

Mr. Gary. Did you say 40 percent ? 

Admiral Ricumonp. In other words, we would have approximately 
40 percent of trained personnel, people undergoing training, available 
and ready-trained. 

Mr. Gary. I thought your original estimate on the total cost of this 
program, when it is operated full time, was $6 million. 


LOSS OF RESERVES EXCEEDS RECRUITMENT 


Admiral Ricumonp. No, sir. We had two figures of $7 million and 
$8 million. As I indicated to the committee, I think our real problem 
right now is how to keep our units up to strength, because we are losing 
from the units to the active service faster than we can get them into the 
Reserve. Of course, once we complete this build-up for the military 
readiness program the situation may change, with not the same demand 
for active duty or for Regular personnel. There will be decreased 
demands, and we may be able to divert some of the people who re- 
quest enlistment to the Reserve program. 


ACTIVE RESERVES 


Mr. Fernanpez. Let me see if I understand you correctly. You have 
an Active Reserve and an Inactive Reserve. Is that what you call 
them ? 

Admiral Ricumonp. We have a number of reservists who are on 
active duty, and we have an Organized Reserve. 
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Let me put it this way: We divide the reservists not on active duty 
into several categories. There are a number of them who are attached 
to organized units who meet regularly and drill regularly. There are 
a number of others who are attached to volunteer units who do not 
meet regularly. They meet on call and attempt to take 2 weeks of 
training, but they do not have regular drill periods. 

Mr. Fernanpez. Your reservists of all categories, who are not ou 
active service, are none of them exempt from the draft; but if a re 
servist is drafted he has the right to elect to serve in the Coast Guard 
when so drafted, and when they do so elect you have to take them ? 

Admiral Ricumonp. That is right. 

Mr. Fernanpez. I was wondering about that. 

Admiral Ricumonp. I might say, with respect to the officers, that 
answer is not quite so clear, because it has never been quite firmly 
decided whether the Selective Service can call an officer up or not, but 
the cases are very rare. 

Mr. Fernanpez. Ordinarily the officers are not subject to the draft 
anyway ? 

Admiral Ricumonp. That is right; because they are older and out. 


RESERVE BILL 


Mr. Gary. Does the military reserve bill which passed the House 
last year and is now pending in the Senate apply to the Coast Guard / 

Admiral Ricumonp. Yes. That, of course, is the one which provides 
for the Ready and Stundby Reserve. We are already attempting to 
class our reservists so that we will be prepared to classify them as to 
Ready, Standby, and Inactive Reserves. 

Mr. Fernanpez. I have one more question. I suppose that option 
or right of election is a very good incentive for men to enlist with you, 
and gives you a better chance to choose from among them? 

Admiral Ricumonp. I could not answer that, sir. 

Mr. Frernanpez. What I want to know is this: You do have the 
right to reject certain applicants and accept others? 

Admiral Ricumonp. That is right. 

Mr. Fernanpez. If that is an incentive, then you have a better 
choice, a wider choice. 

LANGUAGE CHANGES 


Mr. Gary. What are your language changes ? 

Admiral Ricumonp. The principal one, of course, is the inclusion 
in this Reserve appropriation language of the same provision that wé 
have in the operating expense and have had for several years, which 
closes out the unobligated balances at the end of the year but transfers 
the funds obligated but not yet expended into the current year appro 
priations. That is necessary this year for the first. time because last 
vear we did not have to ask for that, because the year before the $1 
million was not a separate appropriation. Last year was the first 
year we had a separate appropriation. This year we are going from 
one appropriation year to another, and this language is necessary the 
same as it is for the operating expenses. 

In other words, it is an accounting technique. 
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Mr. Fernanpez. Off the record. 

(Discussion off the record.) 

Mr. Canrieyp. Admiral, I liked the statement just made off the 
record by my friend and colleague from New Mexico, and I heartily 
concur therein. I think it is highly significant that the Commandant, 
in making his presentation here today, devoted one-fourth of his state- 
ment to the importance of the Reserve. He closed with these punch 
lines: 

The amount requested for Reserve training is a necessity if the Coast Guard 
is to build up its Reserve to meet the immediate requirements imposed upon the 
service in the event of an all-out emergency, and I should again like to stress 
the importance of this factor. 

Admiral Ricumonp. I might say, Mr. Fernandez, that that problem 
of losing the young reservist to active duty is not only true of the Coast 
(guard, because last week when we visited this Coast Guard Reserve 
unit the instructor for the CIC there was a Naval Reserve radio tech- 
nician. In the process of asking whether the training of the Coast 
Guard put an additional burden on him, he said, “No.” As a matter 
of fact, he said their unit was pretty well depleted at the present time, 
because they were losing personnel for the same reason. The boy joins 
a Reserve at 17, and at 18 or 1814 he comes under the draft, and then, 
as I say, he elects to take active duty rather than be drafted, which is 
understandable. 

Mr. Fernanvez. It is not only understandable that they should pre- 
fer going to active duty with the Coast Guard, but I think it is per- 
fectly proper, because they have been trained for the Coast Guard. 

Admiral Kicumonp. ‘That is right, sir. We would be very reluctant 
to lose them, because if they serve even 3 years those men have more 
chance of wanting to come back into the Reserve, rather than take 
their discharge. 

The only thing is that it makes it pretty difficult for the Reserve 
officer who is trying to run an organized unit to be always in that state 
of flux. It would be much better if he could get a body of men and 
have the same group for his drill or his course, whereas now it is a 
continual turn-over. However, I do not know if anything can be done 
ubout it other than to try to attract as many men in as we can who will 
not be subject to the draft. fe 

Mr. Fernanpez. In any event, the advantages outweigh the disad- 
vantages, I think. 

Admiral Ricumonp. Yes, sir. 


PAY RAISE 


Mr. Gary. Does the increased pay bill which passed the House re- 
cently apply to the Reserve / 

Admiral Ricumonp. I do not see any reason why not. They are 
paid on the same scale. 

Mr. Gary. That seems to be all, gentlemen. We thank you for a 
very satisfactory presentation. 

Admiral O’Neiui. Thank vou, Mr. Chairman, and the members of 
the committee. 
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Mr. Gary. The committee will please come to order. We shall con- 
sider this morning the Bureau of Engraving and Printing. This is 
the Bureau which, under the law passed by the Congress last year, is 
now operating under a business budget, is that cor rect 4 

Mr. Hauu. That is correct, sir. 


GENERAL STATEMENT 


Mr. Gary. Mr. Hall, do you have a general statement ? 

Mr. Haw. I have, Mr. Chairman. 

Mr. Gary. We will be glad to hear from you at this point. 

Mr. Hauy. Mr. Chairman, the Bureau of Engraving and Printing is 
a manufacturing establishment which designs, engraves and prints 
currency, securities, postage and revenue stamps, checks, military com- 
missions and certificates, and other classes of engraved work for the 
various Government agencies, the Board of Governors of the Federal 
Reserve System, and insular possessions of the United States. 

No appropriation is being requested for the Bureau for the fiscal 
vear 1953 since the enactment of Public Law 656 of August 4, 1950, 
provided for a working capital fund method of financing the opera- 
tions of the Bureau, placing all operations on a completely reimburs- 
able basis and providing for business-type accounting and budgetary 
procedures, beginning July 1, 1951. This legislation was sponsored 
by the Treasury Department after conclusions had been reached in a 
survey of the Bureau’s fiscal activities by representatives of the Gen- 
eral Accounting Office, Bureau of the Budget, the Bureau of Accounts 
of the Treasury Department and the accounting staff of this Bureau 
that the industrial and service nature of the Bureau’s operations and 
its relationship with other agencies made it ideally suited to business- 
type procedures and to the adoption of a working capital fund method 
of financing. 

The anticipated work program for the fiscal year 1953 at an esti- 
mated cost of $34,000,000 indicates that the high level of production 
of the past few years must be exceeded in order to meet the require- 
ments of the agencies served, with the printing of United States cur- 
rency and Federal Reserve notes accounting for approximately 65 
percent of the total operating costs. The unit costs of production fur- 
nished the agencies for each item to be manufactured were developed 
through a detailed system of cost accounting and represent the actual 
unit cost rates for the fiscal year 1951 adjusted to reflect all known 
factors which will affect the cost of production in 1953, such. as changes 
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in pay rates and material costs, the inclusion of depreciation on fixed 
assets, savings resulting from the reduction in the amount of annual 
and sick leave to be gri ‘anted employees, improvements in production 
procedures, techniques, and so forth. 

With respect to the inclusion of depreciation on fixed assets as a part 
of the costs of operations it was the sense of the report of the House 
Subcommittee on Appropriations in its review of the budget estimates 
submitted for the fiscal year 1952 that the depreciated value of plant 
machinery and equipment reflected in the Bureau's statement of 
financial condition was capitalized too low. The report recommended 
that the valuations placed on all Bureau equipment be restudied and 
a more realistic value placed on the books which would enable the 
Bureau to fund its depreciation on a realistic and businesslike basis 
since the committee did not intend to approve funds for the replace- 
ment of equipment or the purchase of new equipment that would be 
needed in the ordinary, regular course of operations. 

In order that the Bureau would be able to fund its depreciation 
in a wholly acceptable and satisfactory manner, a committee composed 
of engineering and administrative officials of the Bureau was ap- 
pointed to make a further study so that values could be placed on all 
plant machinery and equipment which would coincide with present- 
day market values more closely than the figures submitted with the 
statement of financial condition. Although a considerable part of 
the equipment is more than 20 years old, the formula ultimately de- 
vised provided for the ev valuation of all equipment on the basis of 
remaining useful life, regardless of age, and the depreciation of the 
estimated present value over such remaining life. Asa result of this 

comprehensive study funds will be made available through deprecia- 

tion in the current as well as succeeding years which will permit in- 
telligent long-range planning for the ‘development of programs to 
bring about simplific: ition, improvements, and economies in the opera- 
tional procedures of the Bureau. 

In scheduling action on any major technical work program it will 
be the intent of the Bureau to judiciously spend the funds accruing 
through depreciation on the development of specialized equipment 
which will effect recurring anual savings in both manpower and the 
cost of operations. With this view in mind the Bureau is currently 
prosecuting the following projects which it is hoped will eventually 
be established as part of the standard production procedure: 

Installation of automatic take-off and delivery devices: As outlined 
in the justification of the 1953 budget estimates before your commit- 
tee the new procedure initiated during the current fiscal year in the 
production of currency, that is, the printing of the “backs” of sheets 
of currency with a specially formulated nonoffset green ink led also 
to the development of an automatic device for the take-off and delivery 
of the freshly printed “backs” from the plates on the intaglio press. 
The installation of these two projects as part of the standard produc- 
tion procedure has eliminated the need of about 530 employees for 
the production of currency with associated recurrent annual savings 
of approximately $1,658,000. 

The obvious advantages which can be realized through the exten- 
sive use of the automatic take-off device has prompted intensification 
of research work on the development of a nonoffset black intaglio 
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ink. The achievement of this objective will allow the expansion of 
the take-off device to the “face” printing and will make surplus addi- 
tional employees in the production of currency with associated recur. 
rent annual savings of approximately $1,000,000. 

Trimming currency by cutting machines: The ability to achieve 
two intaglio printings with one wetting of the distinctive paper as a 
result of the development of a nonoffset ink has improved the dimen- 
sional stability of the paper to the extent that the guillotine trimming 
of stacks of currency is now under consideration as a possible replace- 
ment for the present procedure of trimming individual sheets. On 
the basis of preliminary experimentation which has indicated the 
feasibility of the proposed method, expanded tests have been initiated. 
The successful adaptation of this procedure will make surplus employ- 
ees engaged in this operation with associated recurrent annual savings 
of approximately $775,000. 

Automatic feeder for currency production: Engineering studies 
conducted in the Bureau have suggested the development of an auto 
matic method for feeding sheets of wet distinctive paper to the intaglio 
printing presses used for printing currency. The potential annual 
saving of $1,400,000 which can accrue to the Bureau will result in a 
reduction in the number of printer’s assistants required in the printing 
operation; therefore, invitation for bids has been issued for the con- 
struction of an experimental unit of this type. 

Collating machines for postage-stamp-book production: Automatic 
methods are being investigated for the assembling of sheets of stamps, 
wax paper, and bristol board prior to the work being cut into single 
books. Although trial runs made in the plants of manufacturers of 
collating machines have been reported successful, further work is 
contemplated in the interest of determining specific machine require- 
ments prior to issuing an invitation for bids for the construction of 
the necessary number of machines to meet our requirements. The 
installation of this equipment will make surplus employees engaged 
in the production of books of postage stamps with recurring annual 
savings of $60,000. 

Rotary presses for postage-stamp production: In recognition of 
the need for new rotary presses for the printing of postage stamps, 
an active experimental program was initiated several years ago. This 
program had for its primary objective the replacement of present out- 
moded production presses which are about 40 years old. Considerable 
engineering data is already available which could be used to specify 
equipment of improved design for the single-color printing of stamps: 
however, the importance of dry printing has become increasingly 
apparent and therefore experimentation is being concentrated on this 
phase of the problem. Although difficulties have been encountered in 
obtaining accurate registration it is anticipated that they will be over- 
come at an early date so that registration of two-color printing within 
specified limits of tolerance may soon be realized. 

To summarize, by careful utilization of funds made available to 
the Bureau for equipment acquisition and construction, annual sav- 
ings of approximately $1,658,000 will be accomplished from techno- 
logical improvements in production procedures already placed in 
effect, and these savings will recur in subsequent years. I would like 
to point out that since 1939 the average increase in wages paid to 





employees of the Bureau has amounted to approximately 80 percent 
while material prices have risen over 100 percent. However, during 
this same period the cost of major products, for example, United 
States currency, has increased only 50 percent which is indicative of 
the accomplishments which have been attained through technological 
improvements. This is further evidenced by the reduction in the esti- 
mated unit cost rates for United States currency from $10.52 per thou- 
sand notes in the fiscal year 1952 to $10.18 in 1953. If the projects 
previously referred to are brought to a successful completion it is 
conceivable that there will be further recurring annual savings of 
over $3,000,000 in production costs which will be reflected through a 
downward revision in the unit cost rates. However, it must be kept 
in mind that such anticipated savings will be offset to some extent 
should further wage increases be granted to employees or the cost 
of materials continue to rise. 

Also, under the provisions of Public Law 656, the Bureau will no 
longer be required to adhere to fiscal year limitations in its procure- 
ment activities. This will enable the Bureau to stagger this function 
throughout the year thereby increasing its efficiency and realizing 
potential economies by making contracts during the most advan- 
tageous marketing periods, particularly for seasonal commodities, 
when it will be possible to obtain the most favorable prices. In addi- 
tion, contracts can be executed for periods longer than 1 year when 
market conditions are most advantageous which will also reduce the 
amount of work necessary in preparing specifications, advertising for 
bids, and other functions associated with this activity. 

It is felt, therefore, that as a result of this revision in the method 
of financing, greater flexibility in operations has been provided which 
will insure the attainment of our main objective, that is, to effect 
economies in the manufacture of currency, United States securities, 
and other classes of work. 


FINANCIAL STATEMENTS 


Mr. Gary. We shall insert at this point in the record pages 244, 245, 
246, 247, 248, 249, and 250 of the justifications, 








to 
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(The matter referred to follows:) 


A. Statement of sources and application of funds for the fiscal years ending June . 
1951, 1952, and 1953 

















ia 
Funds applied 1951 actual | 1952 estimate Jie 1953 estimate 
ow Foti 
To operations: | 
Engraving and printing: | 
Acquisition of assets: | | 
Plant machinery and iste by Sagas + ot ee bed fees ae oe ; $700, 000 | $1, 000, 000 
Motor vehicles... ___. a ica oe kia i DAES e ES 4,000 | 4, 000 
EEE Se ear (EERIE Er | 12, 900 | 12, 000 
PRTOUTO BI TCS oe 6s anise pene e nee l spaleuncaagence } 24, 000 | 24, 000 
Total funds applied to acquisition of assets._..._|__..._._-_.___| 740, 000 ie A 040, ( 000 
Expenses: | io be At 
Purchases A a a ol a ee eal 6, 102, 098 6, 347, 954 
POEUN 3 26 ccnatececscwaccwas it Gee bears ML eee | 18, 883, 537 19, 091, 993 
Manufacturing expenses. - eee ee : pb Sok Shean __ 6,388, 365 | | 6, 532, 0 025 
Total expenses, engraving and printing. .__.-...)________ oe 31,37 4, 000 | 31, 71, 72 


























Total funds applied to engraving and printing. .|____________- ~ 32,114, 000 33, “Ol, 972 2 
Operation and maintenance of incinerator and space uti- | | 

lized by other agencies: Expenses________- B= ee: te ea 408, 442 | 405, 292 
Card checks: Purchases_..................------ Ee Cee 553, 217 | 578, 602 

Increase in selected working capital 1 CE ERE: (ICTS ae 141, 416 Sor ee 
Total funds applied to program operations._.........---|...-.-..---- | 33,217, 075 } 33, 995, 866 
To financing: Increase in Treasury cash... .._.._--- EEA ie “a eae: ---| 3, 445, 584 | 123, 083 
Total funds applied_._-..........___- Sigigecdeeex=deeous Pe 5, 662, 659 im 3 A 8, 949 


By operations: 
Engraving and Printing: Income from sales . ® 


| 33, 069, 055 
Operation and maintenance of incinerator and space | 





utilized by other agencies: Income from services 405, 292 
Card checks: Income from sales. .._..-.---_--- 578, 602 
Total funds provided by income....._..................]........... = 33, 412, 659 | 34, 052 2, 949 
Decrease in selected working c: apite al items wee oe: 66, 000 
Total funds provided by program operations_____- secon -_ 412, 2, 6 59 | “34, 118, 949 
By financing: Appropriations for Bureau of Engraving and | 
Printing fund ae Stee ; 3, 250, 000 | ay 





Total funds provided ___- Beer Pes erate aa _..| 36, 662, 659 


EFFECT ON B'UDCETARY BXPENDITUBES | | 


Funds applied to program operations. ___________- ; i ae 33, 217, 075 | 33, 995, 866 
Funds provided by program operations. Raat ‘ | 33, 412, Ome | 34, 118, 049 
Net effect on budgetary expenditures. _- : ~195, al —1: 2%, O83 
The above amounts are charged (or credited (—)) as follows: } 
To budgetary authorizations, 1952__- beeeaid : cg ---| +3, 250, 000 | 


To net receipts of enterprise Se ze --| 3, 445, 584 | —123, 083 
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R, Statement of income and expenses, for the fiscal years ending June 30, 1951, 1952, 
and 1953 








| 
1952 estimate 1953 estimate 








Engraving and printing: | 
Income from sales.........----- ‘ Seas = ---| $82, 451, 000 | 


| 
ieee 
| 
| 


$33, 069, 055 


Expenses: 
Cost of goods sold: | 
Purchases Sik aati : an | Seen | 6, 102, 098 6, 347, 954 
Direct labor E RETO as w-se-| 18, 883, 587 19, 091, 993 
Manufacturing expenses. -_-___- 5 a 5 occa all PEARS or 6, 388, 365 6, 532, 025 


Cost of goods sold ees Sane fe CS eee 
Depreciation pe ae | 1, 077, 000 1, 097, 083 





Total expenses ie eee <a tidt vols. cous | 32,451,000 


OR Se a Bicnkors ’ 
Operation and maintenance of incinerator and space utilized | 
by other agencies: 
Income from services . oa epee ee — 408, 442 405, 292 
Operating costs..............- ve Spas Rae Maes. | 408, 442 | 405, 292 


Ss ee sissies 


Net income. CD) eee 


Card checks: 
Income from sales. _ - : 2 , ¢ ; pert oaks 553, 578, 602 
Cost of goods sold (purchases) - - 





578, 602 





Net income--__----- 
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Statement of financial condition, as at June 30, 1950, as at the date of the ince))- 


tion of the Bureau of Engraving and Printing Fund, July 1, 1951, and as at Jun: 


30, 1952, and 1953 


Current assets: 
Cash with U. S. Treasury 
Accounts receivable-__-_-- 


Inventories: 


Stores. 


Total inventories 
Deferred charges and prepaid expenses: 
perforator servicing 
Total current assets _--__....-- 
Fixed assets: 
Plant machinery and pheorenriem 
Motor vehicles _- Caer 
Office machines 
Furniture and fixtures 
Dies, rolls and plates 


Less: Portion charged off as depreciation ---- 
Total fixed assets 
Total assets - -- - 





Current liabilities: 
Accounts payable: 
Government agencies 
Other 


Total accounts payable_- 
Accrued liabilities: 
Payroll 
Other 
Total accrued liabilities 
Trust and deposit liabilities 
Accrued annual leave 
Total liabilities 


INVESTMENT OF U. 8S, GOVERNMENT 

Principal of fund: 
Appropriated from U. 8 
Donated assets, net 


Treasury 


Total investment of U. 8. 


Total liabilities and investment of U 
ment 





| | ree vee ee eee ee meee 
oa yee eee eee 





Equipment, work in progress NTE SORES Rete 


Government_. 





















































’ 1952 esti- 1953 esti 
| 1950 actual | 1951 actual iar rate 
$56,120 | $3,501,713 | $3, 624, 79 
"| 4,807,234 | 3/000/210 | 3/0002 
__..---.---| 1,009,194 | 1,009,194 | — 1,009, 194 
TUNA: 3,252,027 | 3,252,027 | 3, 252! q2- 
2,216,093 | 2,216,003 | 2, 216,03 
hae atae 6,477,314 | 6,477,314 | 6,477,314 
46, 454 46, 454 46, 454 
Eetusb Biel 8, 387,131 | 13,025,691 | 13 5148, 7 7 
12, 405, 562 | 13, 173,695 | 14, 173, 09 
31, 128 35, 128 39) 12s 
91, 299 103, 299 115, 299 
394,196 | 418, 196 442) 19% 
~| 3,955,961 | 3,955,961 | 3,955, 961 
PERL: “a gatas aaa 
co eae 16, 946, 279 | 17,686,279 | 18,726, 270 
es LOTT SNe NPS Tee: 1, 077, 000 2, 174, ONS 
___| 16,946,279 | 16, 609, 279 
rae 25, 333, 410 | 29,634,970 29, 70, 970 
18,936 | 200,000 200, 00x) 
32.419 32, 419 





. 8. Govern- 


32, 419 


1, 54%, 
ay 096 | 


a 568, 600 | 


504 | 


7, 887 7 
1, 738, 261 | 


3, 411, 103, 3 | 


| 21, 922, 307 








| 25, 333, 410 





2, 418, 000 
21, 096 


2, 4 39,0 096 | j 





33, 261 | 


4 462, 663. | 


3, 250, 000 


| 21, 922, 307 


OF 
a 


29, 634, 970 | 


), 172, 307 | 





232, 419 


2, 484, 000 
21, OF 


2, 5O5, (ue 





4, 528, fifi 


3, 250, 00M) 


| 21,922, 30 


172, 307 


25, 


29, 700, Y7t 
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Schedule B-1.—Statement of operating costs, for the fiscal years ending June 30, 1951, 
1952, and 1953 





{ | 
| 1951 actual | 1952 estimate | 1953 estimate 


| 


| | “| 
Direct labor. i | $18,883,537 | $19, 091, 993 
Direct materials used - - : ---| 6, 102, 098 | 6, 347, 954 


es ee ee 








Indirect cost: { | 

Salaries and indirect labor Rusa iie Sos nen od eee eee eee 4, 838, 000 | 4, 884, 000 
Travel Be eS Sees | 2,000 | 1, 500 
Telephone and telegraph- --- aoe 23, 500 23, 500 
Electric current purchased | | 142, 000 150, 000 
a a EE 2 439, 840 440, 500 
Other services performed by governmental agencies - SARE Aa aS a REDS 65, 320 65, 320 
Other contractual services, nongovernmental ni ARR Ss 300, 000 330, 000 
General supplies. = 1, 060, 000 1, 100, 000 
Office supplies and printing._.._.....-..-..-.-.-----..---- | 31, 000 31, 000 
Freight, express, and parcel post.-........-------------- | RsaLad 96, 000 100, 000 
Fuel, motor vehicles -__-.--_-- = Seiwa es 1,750 1, 750 
Minor plant machinery and equipment... Free SE EEE | SRe a) Semen, 36, 500 36, 500 
Minor furniture and fixtures. _____- aie | 6, 200 6, 200 
Depreciation: H 
rises macuinery and equipmoent......................[.....-.-.-...- 1, 036, 917 1, 057, 000 
eR cals awins | 3, 975 3, 975 
Office machines ae 12, 142 | 12, 142 
Furniture and fixtures...........---.--- 2) sae 23, 966 | 23, 966 

Repair parts and supplies: | 
Plant machinery and equipment.____-_-- ERR OS See ae a 120, 000 130, 000 
NES Seiten Soecebnwncacsss Meee 4, SPEER Ne ROE) 5, | 60, 000 
Motor vehicles Oy ee a ee | ) | 11, 000 
| r 5, 000 





Adjustments: 
General Services Administration 
Estimated purchase orders _- 
Miscellaneous. .......-.-...-.-...-- 





Total indirect costs............---..-- Eee eee eee 8, 309, 610 | 8, 47 3, 353 


Net operating costs. ..........------ gsieiSesaead betas tandtatbe ae 33, 3, 205, 245 | 33, “913, 300 

ss: Cost credits ape ue vers : |. ES SOT yi 36, 000 | 36, 000 
Soy, 33, 259,245 | 33, 877, 300 

ss: Nonproduction costs... -- - ee SE. S34, 808, 245 808, 245 
Cc harges to production : “es (apn eee 32 45 1 000° | 33, 069, 055 

: Work in process inventory July 1 are ees, i 3,2 252, 027 3, 252, 027 

_# ae 703, 027 36, 321, 082 

ss: Work in process inventory June 30... ---- ‘ eee 3, 252, 027 3, 252, 027 


Total production costs for fiscal year (statement B) cae : 32, 451, 000 33, 069, 055 














ScHEDULE C—-1.—Working capital changes as at the inception of the Bureau of 
sane and ibd eh July 1, 1951, and as at June 30, 1952, and 1953 


7 cel 











“tae as | Inerase | Balance as a | Balance as 
| of July 1, of June 30 - . | of June 30, 
q crease (—) | 5’ | crease (—) | 
in | | SO eo a 
ITEMIZATION OF WORKIN® CAPITAL | 
| | | 
Current assets: | | | | 
Cash... : : $56, 129 | $3, 445, 584 | $3,501,713 | $123,083 | $3, 624, 796 
Accounts receivable _ - . r 1, 807, 234 | 1, 192, 976 | 3, 000, 210 pi Bied 3, 000, 216 
Inventories Z _| 6,477,314 | 6, 477, 314 


Se 46, 454 


18, 083 | 13, 148, 774 


Deferred ch: irge Sand prepaid expe nses. | 46, 454 | 


WE chee as ine nn ie 387, 131 





Current liabilities: } 


j | 
| | 
Accounts payable - --. Save eet 51, 355 181, 064 | 232, 419 | es e J 232, 419 
Accrued liabilities : - | 1, 568, 600 870,496 | 2, 439, po | 66,000 | = 2, 505, 096 
Trust and deposit liabilities... ._- ads Me eee | 57, | | 57, 887 
Accrued annual leave ge 1, 733, 261 1, 733, 261 | 1, 733, 261 
Total.__- : 3,411,103 | 1,051,560 | 4, 462, 663 # 66, 000 | | 4,528,663 
Working capital } ‘- 97 6, 028 3, 587, 000 8, 563,028 | 57, 083 | 8, 620, 111 


SUMMARY OF CHANGES 


Changes identified on statement A: | 
Selected changes in working capital 141, 416 —66, 000 |.-..--.--- ; 


Changes in Treasury ¢ash_. 3, 445, 584 es oe: 123, O83 Asso loeed 


3, 587, 000 | 57,083 | 
Changes not shown on statement A: Ap- | 
preciation resulting from revaluation of 
inventories _. icant Sorabaton 


Total “ pote cd ; SOT ONT Bocce annnccce 57,083 | 


ESTIMATED EXPENDITURES 


Mr. Gary. What do you estimate as the increase in expenditures of 
your Bureau for fiscal 1953, as compared with fiscal 1952, Mr. Hall? 

Mr. Hau. In 1952 our total expenditures will amount to approxi- 
mately $33,412,659; and in 1953 $34,052,949. 

Mr. Gary. How much of an increase is that ? 

Mr. Hari. About $640,000. 

Mr. Gary. To what is that due ? 

Mr. Haui. A heavier printing program. The production of pieces 
for 1952 amounts to 45.267,000,000: and in 1953, 51.637,000,000 pieces. 


COST OF PAY-INCREASE BILL 


Mr. Gary. How much was added to your payroll by reason of the 
pay-increase 2 bill adopted at the last session of Congress? 

Mr. Hay. Approximately $313,000. 

Mr. Gary. Is the $640,000 increase that you refer to in addition to 
that, or is that included in it ? 

Mr. Hany. That is included. 

Mr. Gary. The $640,000 includes both the increase in pay and the 
increased cost of materials and the increase in production ? 

Mr. Haru. That is correct, sir. 





I 
t 
t 


== 


os 
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NUMBER OF PERSONNEL 


Mr. Gary. What change are you requesting in personnel between 
1952 and 1953 ¢ 

Mr. Hau. In 1952 we estimate our personnel at 6,199. In 1953 we 
expect to employ 6,110 or about 89 less employees. 

Mr. Gary. To what is that decrease due? 

Mr. Hatz. That is the result of the technological improvements, 
such as the take-off devices. 

Mr. Gary. I believe you stated that one change brought about a 
reduction of 530 employees ? 

Mr. Haru. Yes, sir. 

Mr. Gary. Where is that savings reflected in the figures that you 
have just given us? 

Mr. Hay. We are not increasing personnel on account of increased 
production. If we had not introduced the automatic take-off devices 
to produce 51 billion pieces as against 45 billion, we would have had 
to increase our force. So we cut off employment and reduced the 
force to a certain number of employees. Consequently the difference 
amounted to about 530 employees. 

Mr. Gary. How many do you have at the present time? 

Mr. Hau. At the present time we have close to 6,200. 

Mr. Gary. And you expect to continue with about that number / 

Mr. Hat. About 89 less. 

Mr. Gary. When you installed these new machines, did you auto- 
matically release 530 men ? 

Mr. Hatu. No. We froze appointments. We stopped employing 
last May and reduced about 300.. It had the effect of reducing 300 


people, because we cut off appointments and increased production. 


OVERTIME 


Mr. Gary. What is your overtime picture ? 

Mr. Hai. We have practically no overtime. A very small section 
of one of the divisions is working overtime, but it is a very small 
amount. 

Mr. Gary. I suppose your freeze will continue until you get down 
to 6,110? 

Mr. Hav. That is correct. 

Mr. Gary. What is your annual turn-over? 

Mr. Hai. Nine percent annually. 


WORKLOAD STATISTICS 


Mr. Gary. We shall now insert in the record pages 238, 239, and 
240 of the justifications. 


93930—52———-18 
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(The matter referred to is as follows:) 


Statement showing comparison of all deliveries in 1951, 1952, and 1953 















































[Pieces] 
Class of work by activity | 1951 actual | 1952 estimate | 1953 estimate 
—_—- a ~ ee | et 
| 
Printing of currency: | | 
United States | 1, 560, 000, 000 | 1, 506, 000, 000 | = 1, 510, 400, 000 
— Reserve “— os | 636, 000, 000 652, 540, 000 
ther__ | 34, 000 | : ; s 
| | 
Printing of stamps: | | 
Internal revenue: 
Plate printed: | 
Flatbed: | | 
Bottle strip 123, 834, 000 | 96, 500, 000 141, 440, 000 
Other | 101, 333, 320 | 100, 716, 400 100, 716, 400 
Rotary: Playing cards | 71, 373, 000 | 80, 000, 000 110, 500, 000 
Offset printed: | | 
Bottle strip | 1,599, 415,000 | 1, 510,615,000 | 2, 075, 000, 000 
Cigarettes | 18, 711, 168, 100 | 15, 485, 000, 000 | 20, 167,315, 000 
Cigars i 187, 579, 120 | 177, 764, 000 234, 000, 000 
Fermented-malt liquor | 46, 307, 484 7, 500, 000 61, 000, 000 
Snuff : | 312,708,971 | 340, 000, 000 340, 000, 000 
Tobacco | 1,323, 868, 260 | 1,333, 766, 000 1, 486, 600, 000 
Other. | 31, 395, 980 0 | 39, 438, 200 39, 438, 200 
Total si : : 22, 508, 978, 235 19, 211, 299, 600 | 24, 756, 009, 600 
United States postage __. -- : ae | 21, 793, 086, 060 | 23, 238, 750, 000 | 23, 969, 008, 000) 
Miscellaneous ae 315, 857, 206 260, 729, 000 297, 211, 100 
Printing of paper checks, commissions, certificates, etc.: | | 
Be ihe I ait a pCR lead 56, 367, 330 | 68, 868, 900 70, 770, 450) 
Government requests for transportation. _.._....__._- | 17, 851, 680 15, 026, 910 22, 610, 860 
ge ager ~ ma etc.: | 
eee wenn. og ooo eccot kde sé 169, 082 204, 888 275, 028 
Offset printed. __. NE a ee oe 11, 077, 432 9, 892, 490 17, 667, 120 
Certificates of naturalization__.-..--.----------_-___ | 80, 800 144, 000 144, 900 
eee, 1 a eae : 
I os 6 td ancient eae ened capt lined A: alin om mine 85, 546, 324 | 94, 137, 188 
P — of bills, bonds, debentures, notes, ete.: | | 
United States savings bonds.._...........--.-.------ | 72, 877, 000 | 79, 652, 000 90, 538, 700 
Treasury bills, bonds, notes, = a aS 3, 120, 693 + 3, 550, 650 3, 579, 550 
Miscellaneous bonds, debentures and notes.__.____ 128, 236 | 274, 400 | 24, 275 
Postal savings certificates. ...........-...-- 10, 606, 500 11, 000, 000 | 10, 077, 750 
(in Ra Rehr ae aa oor abies 86, 732, 429 94, 477, 050 | 104, 395, 2 275 
Purchase of card checks__.......---.--__- 248, 583, 950 | 225, om, s 530 | 7m, 164, 200) 


RE et cand crit ee eee ees 
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Statement showing net change in untt cost rates for each class of work for 1952 and 
19538, as compared to actual 1951 rates 





Unit cost rates per thousand Increase (+-) or decrease (—) 





| 
19520ver | 1953 over | 1953 over 
1951 1951 | 1952 


Class of work by activity 


1951 1952 1953 


| 
| 
| 





Printing of currency: 

United States......-.-.-.--.- $9. 78353 | $10. 51403 | $10. 17% +$0. 73050  +-$0. 39237 | —$0. 33813 
Federal Reserve - es . 24527 | 10. 84642 .! +. 60115 | , | —.34021 
iets S: gees ars i eee ee bcos Rieck 
Printing of scamps: | 
Internal revenue: | 
Plate printed: 
Flatbed: 
Bottle strip. __-_- . 03698 } 5 . 14128 
Other P . 43893 ; ¢ . 55195 

Rotary: Playing cards . 26631 ‘ . 28361 
Offset printed: 
Bottle strip_.-.-.---- . 22740 ; . 25115 
Cigarettes... ..._.... . 05543 ; _ 06371 
Cigars. -. eee . 24695 2 . 27738 
Fermented-malt liq- 
ee ; ‘ ; . 13866 | 

SE a ae ep ; . 15734 

vi ee . 2598 ‘ . 30390 
Ce Rs 1128 . 5467 . 52359 | 
United States postage 3 . 1377 . 1486 . 14688 | 
Miscellaneous - . - . 437 . 64911 . 56443 | 
Printing of paper checks, com- | 
missions, certificates, etc.: j 
Checks (paper) 5. 70359 6.40649 | 6.36360 | 
Government requests for | } | 
transportation - - 7. 47053 8. 22012 | 15980 | +. 74959 . 68927 | . 06032 
Commissions, certificates, etc.: } 


08425 | 
12505 
02469 | 


. 02005 
11302 . 01203 
01730 —. 00739 


02546 | 
00857 | 
00789 | 


02375 . 00171 
00828 00029 
03043 | . 02254 


13543 | . 00864 
02415 | . 00107 
04407 | - 01011 
41071 | . 02320 
00909 | . 00210 
12741 . 08468 





12679 | 
02522 | 
03396 | 
43391 | 
01119 

21209 | 


tthtte ttt ttt 
FEC AMEE MEE 





70200 | +. 66001 | 04289 


+ 


. 77607 | 300. 60814 | 2 9. 44006 +9. 83207 | —41.33601 | —51. 16808 
Offset printed . 9BRO4 42. 27995 3.12481 | +27. 29101 . 13587 | 9.15514 
Certificates of naturalization 07921 | 44. 98611 | . 70669 | +2. 90690 | 2. 62748 | . 27942 
Printing of bills, bonds, deben- | } | | | | 
tures, notes, ete.: | | \ j 
United States savings bonds. - 2.63792 | 25.37673 | . 29172 | +2. 73881 | 2. 65380 | . 08501 
Treasury bills, bonds, notes, j | | | 
ete --aces! 70, 12217 -| 120, 78227. | - 81410 | +40. 65900 39. 69193 -, 96707 
Miscellaneous bonds, deben- | | | 
tures, and notes _.--| 139. 26666 | 185.65598 | 173. 16066 | +46. 38932 -33. 89400 | 2. 49532 
Postal savings certificates.....|  14.59888 | 17.45391 | 17.31924 | +2.85503 2. 72036 . 13467 
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Statement showing costs, by activities, for fiscal years 1951, 1952, and 1953 



































Class of work by activity 1951 actual | 1952 estimate | 1953 estimate 
silicic ee es joanne esmeciteek eiatioes —__——_| 
Printing of currency: 
a ois co Raceline oe maiainionmnanialieal $15, 262, 313 | $15, 834, 134 $15, 369, 680 
Federal Reserve te ey Pee ean 6, 445, 550 | 6, 898, 325 6, 855, 721 
RPE (4 Sere ek Se ees eee tae 4 
Printing of stamps: 
Internal revenue: 
Plate printed: 
Flatbed: | 
Bottle strip_- PR Sen eet ny Se eee me j 128, 414 108, 199 161, 428 
Other sition ae tnibionenel 145, 812 157, 518 156, 307 
Rotary: Playing cards_--_---- wet cdaimiesscaeal 19, 007 | 23, 280 31,339 
Offset printed: 
Rotee sirip.......... | 363, 708 381, 968 521, 129 
Cigarettes... ___-- | 1,087, 160 991, 040 1, 284, 891 
0 i aa ES = 46, 323 | 45, 301 64, 907 
Fermented-malt t liquor Z foe ae 46 457 53, 676 69, 458 
Snutf apse ie Remit melee bi ee 41, 651 53, 860 53,495 
i eae ee E - | 391, 842 451, 779 
i wo------------5--------| 139, 879 138, 964 
| —— ——_—_—_———} - a 
Total _- Lae eee : S| 2, 270, 241 di 346, 563 2, 933, 692 
United States posts ize. ee negeobepaie 3, 002, 942 3, 462, 138 3, 520, 607 
ea ai eb eeenees 138, 036 | 169, 241 167, 755 
Printing of paper checks, commissions, certificates, ete.: 
Checks (paper) _ - ae | 321, 496 | 441, 208 450, 355 
Government requests for transportation ---- } 133, 361 | 123, 523 184, 500 
Commissions, certificates, etc.: | 
i) 2 BRIER Se BS on ae eae ese 49, 165 } 61, 591 68, 603 
Offset printed __- =| 166, 039 418, 254 585, 220 
Certificates of naturalization. ___...............---.------ 3, 400 | 6, 478 6, 478 
_. || eee eee 67 3, 461 1, 051, 054 1, 295, 156 
——— = = | 
Printing of bills, bonds, debentures, notes, ete.: } 
United States savings bonds_- ; | 1, 649, 784 2, 021, 307 2, 289, 500 
Treasury bills, bonds, notes, ete. | 246, 916 425, 301 425, 301 
Miscellaneous bonds, debentures and notes. 7, 859 50, 944 37, 104 
Postal savings certificates snd 154, 843 191, 993 174, 539 
Ji ICES Se Sa 2, 069, 402 “2. 689, 545 2, 926, 444 
Purchase of card checks... 604, 059 | 553, a 578, 602 
Operation and maintenance of incinerator and space utilized | 
by other agencies recovered directly_..........-.---.--------]} 390, 296 | 408, 442 | 405, 292 
Twtal.... ~ 30, 998, 596 | ~ 33, 412, 659 | “34, 052, 949 





UNIT COSTS 


Mr. Gary. 
costs, and costs by activities. 


1953 compare with your unit costs for 1952? 


Mr. 
Mr. 
items ? 
Mr. Hau. 
Federal Reserve currence y 
Mr. G ARY. 


Hat. 


GARY. 


Except for 


Are those items comparatively small or 


United States currency, for example, dropped 
34 cents, and bottle strips increased 2 cents. 
A comparison of a number of items reveals that the 


about five items they are lower. 
are they large 


decrease is much larger than the increase; is that correct 


Mr. Hau. 


Yes, sir. 


CAPITAL ACCOUNT 


Mr. Gary. 


What changes have been made in the 


with regard to the book value of the fixed assets ? 
Mr. Hari. We are buying about $700,000 worth of equipment this 


99 
oo 


These tables show comparative figures on deliveries, unit 
How do your estimated unit costs for 


cents; 


‘apital structure 





year and we are preparing specifications for about $1 million in 1953. 


BOOK VALUE OF FIXED ASSETS 


Mr. Gary. The committee suggested a review of the book value of 


What has been done 


your assets for the purpose of depreciation. 
with respect to that ? 





Mr. Haiti. That has been accomplished and the reappraisal in- 
creased our capitalization to about $13 million, which gives ample 
fixed assets to return sufficient depreciation in order to take care of 
replacements. 

Mr. Gary. You said in your opening statement, I believe, that you 
had a complete revaluation of that along engineering lines? 

Mr. Hatt. Yes, sir; that has been completed. 

Mr. Gary. And it resulted in an increase to approximately $13 
million ? 

Mr. Hau. That is correct. 

Mr. Gary. How much was the increase, if you know ? 

Mr. Hotrzctaw. From a little over $2 million to $13 million. 

Mr. Hauxi. About $11 million. 

Mr. Gary. You also said in your general statement that certain 
proposed installations of collating machines for postage stamp book 
production would save approximately $60,000 annually. What will 
the new machinery cost in that instance? 

Mr. Hoirzctaw. A very small amount of money. It would amor- 
tize itself in less than a year. Each one of those items outlined would 
amortize itself in a year. 


USE OF DEPRECIATION RESERVE 


Mr. Gary. What are you doing with your funds set aside for depre- 
ciation ¢ 

Mr. Hai. We are keeping a record in the Accounting Division, 
by setting it up on our control ledger. 

Mr. Gary. What about your accumulated funds? 

Mr. Haw. Those are recorded in the control ledger. 

Mr. Gary. What are you doing with the funds themselves? 

Mr. Hat. They are in our regular fund in the Treasury. 

Mr. Gary. Is your $3 million capital fund that we appropriated 
last year kept in the Treasury ? 

Mr. Hatt. It is in our regular fund. 

Mr. Gary. In the Treasury ? 

Mr. Haw. Yes, sir; in the Treasury. 

Mr. Gary. You draw on it whenever you need it ? 

Mr. Hau. Yes, sir. It just about meets our requirements. 

Mr. Gary. You are not asking for any increase of that this year? 

Mr. Haut. No, sir. 

Mr. Gary. Do you have your depreciation fund set aside from 
your regular operating expenses ? 

Mr. Hay. It is in our regular fund but recorded in our contro] 
ledger. 

Mr. Gary. It is not used for operating expenses? 

Mr. Haw. No, sir. There has been some consideration given to 
setting it up in a special fund in the Treasury. It was discussed with 
General Accounting Office representatives, but at the moment it is 
in our regular fund and recorded in the control ledger. 

Mr. Gary. But you are not drawing on it? 

Mr. Hat. If it is in the fund there is a possibility that it might 
be drawn on. We are spending $700,000 this current year. 

Mr. Gary. Out of that fund? 

Mr. Hau. That is right. Then in 1953 we estimate about $1 
million for replacement which will also come out of that fund. 
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SALARIES AND INDIRECT LABOR COSTS 


Mr. Gary. Can you give us some information concerning the sal- 
aries and indirect labor cost shown in schedule B-1 ? 

Mr. Hau. Do you want a statement for the record, Mr. Chair 
man ¢ 

Mr. Gary. Yes. 

Mr. Haun. We have a statement that gives a breakdown of it. It 
gives all the items including other expenditures, and so forth. That 
is on page 249. You have that in the record ? 

Mr. Gary. Yes, I have that. But I would like to have some in- 
formation concerning the salaries and indirect labor cost which coni- 
prise the greater portion of that statement. 

Mr. Hau. I have a statement here giving all of the grades, and 
the number of employees in each grade. 

(The statement referred to was filed with the committee. ) 

Mr. Gary. This adds up to considerably more than the $4,884,000. 
Which of these employees are included in the $4,884,000 ¢ 

Mr. Hay. That would be the General Services and the CPC em- 
ployees. Those are the first two groups, the GS group and the CPC’s 
and some of the trades are in there also. 

Mr. Gary. Will you furnish for the use of the committee a state- 
ment on this $4,884,000? 

Mr. Hatt. Yes, sir. 


(The matter referred to follows:) 


Analysis of the cost of salaries and indirect labor for fiscal years 1952 and 1953 as 
reflected on schedule B-1. Statement of operating costs 
fae 
1952 | 1953 
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Analysis of the cost of salaries and indirect labor for fiscal years 1952 and 1953 as 
reflected on schedule B-1. Statement of operating costs—Continued 
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PRODUCTION PER EMPLOYEE 


Mr. Gary. We had some discussion last year with reference to the 
limitation of workload put upon the men by the unions. It was 
indicated that several men in the Department were exceeding that 
workload and it was stated during those hearings that the workload 
at that time was 3,800 sheets, is that correct? 

Mr. Hotrzciaw. Yes, sir. 

Mr. Gary. And an effort had been made by you to bring it up to 
4,000 sheets, as I recall it ? 

Mr. Hatz. That is correct. 

Mr. Gary. What progress has been made in that direction ? 

Mr. Haru. We have not succeeded as yet. We are still hoping to be 
able to increase it. 

Mr. Gary. And the present workload is 3,800 sheets ? 

Mr. Hatt. Yes, sir. 


GUARD SERVICE 


Mr. Gary. What guard service is provided under the indirect cost 
schedule B-1? 

Mr. Haw. $440,500 for 1953. 

Mr. Gary. All of your guard service is included in that? 

Mr. Haut. Yes, sir. 

Mr. Gary. How many guards do you have? 

Mr. Haty. They are on the Secret Service payroll. I do not know 
the number. We do not have a breakdown because it is a Secret 
Service project. 

Mr. Gary. Your building is guarded by the Secret Service? 

Mr. Hatu. Yes, sir. 

Mr. Gary. The Secret Service furnishes the guard service and you 
pay the Secret Service $440,500 for providing that service ? 

Mr. Hau. That is correct, sir. 

Mr. Gary. And they employ the guards? 

Mr. Hau. That is correct. 

Mr. Gary. And they pay them? 

Mr. Hatz. That is correct. 

Mr. Gary. You simply reimburse them for the amount that they 
pay out! 

Mr. Hatz. That is correct. 


MOTOR VEHICLES 


Mr. Gary. You have an item of $1,750, “Fuel for motor vehicles.” 
Does that cover all of the motor vehicles of the Bureau? 

Mr. Hatz. Yes. We have a pretty large fleet of trucks. We have 
two passenger cars, but we have 20 trucks. 

Mr. Gary. What is the condition of your motor-vehicle equipment! 

Mr. Haty. We have several that are pretty old. We bought two or 
three in the last year. Ican give you a breakdown of the ages of them, 
but I do not have it with me. 

Mr. Gary. How many are you contemplating buying for next year / 

Mr. Hourzciraw. We are planning on getting rid of two and buying 
one new one to replace those two. 
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Mr. Gary. So that you will reduce the total number by one? 
Mr. Hourzciaw. That is correct, sir. 


COST FIGURES 


Mr. Gary. Have any of the bureaus requisitioning service from you 
questioned your cost figures during the past year? 

Mr. Hau. Yes, sir; there has been some interest on the part of some 
agencies inquiring for a breakdown of the costs. We have been fur- 
nishing them all with the information they have been seeking. 

Mr. Gary. Which agencies? 

Mr. Hay. The last one we had was the Treasurer’s office, which 
is now checking into all the items that go into the cost of printing 
United States currency. We have had inquiries from the Post Office, 
Bureau of Internal Revenue—they were put on a reimbursable basis— 
and they are checking all costs. There is more interest in cost now 
than ever before on the part of the issuing agencies. 

Mr. Gary. How often are your cost figures challenged that way ? 

Mr. Haut. I think it is only during ‘the time when they are pre- 
paring their estimates, when they are coming up here for appropria- 
tions. P 

Mr. Gary. How many different agencies have you had questioning 
you about that? 

Mr. Hatt. I would say about five or six. 

Mr. Drery. At least that many agencies. 

Mr. Hauu. The Post Office and the Federal Reserve Board, two 
large items, have been reimbursable for many years. 


INVENTORIES OF FINISHED GOODS 


Mr. Gary. With the increase in workload, how do you keep your 
inventories of finished goods constant? 

Mr. Hau. The issuing agency orders increased production. Con- 
sequently we start more paper through the mill. We try to maintain 
what we have in process at an even keel. 

Mr. CanFievD. I would like to say, Mr. Chairman, that we are very 
fortunate to have on this committee a very distinguished member from 
Pennsylvania, Hon. Benjamin F. James, who is a direct descendant, 
in printing, of Benjamin Franklin’s firm of famous printers in 
Philadelphia. I am going to yield to him on this matter, but before 
I do so, I want to say the statement which is being printed today 
sounds very good, and I am inclined to think the real test will come 
when you report to us next year. 

Mr. Hay. Yes. 

Mr. CanFietp. And I hope you will be able to present a very fine 
report. 

Mr. Hat. Thank you, I hope so, too. 


FINANCING FUNDS 


Mr. Canrietp. You told us that your financing funds are just about 
enough to enable you to meet your requirements. 
Mr. Hau. Yes. 
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Mr, CanrieLtp. What would happen if you found they did not mec; 
your requirements ¢ 

Mr. Hatt. We would have to bill more frequently, collect money 
more frequently, maybe on a week-to-week or day-to-day basis to 
get money in from agencies for whom we are doing the printing. 

Mr. Gary. On what basis are you collecting your bills / 

Mr. Hay. On a monthly basis. On the United States currency 
twice monthly, and all others on a monthly basis. 


FOREIGN PRINTING 


Mr. Canrieip. Mr. Hall, do you have any foreign projects, that is, 
are you producing anything in the way of currency for any foreign 
countries 

Mr. Haw. No, sir. 

Mr. Canrievtp. Who is making the currency for Panama, the Balboa, 
for instance / 

Mr. Hau. Either the American Banknote Co., or maybe a company 
in England. 

Mr. Canrietp. The reason I ask is that silver dollars are pro- 
duced 

Mr. Hatu (interposing). The silver may be struck in this country: 
I think perhaps the Mint does some foreign work. 

Mr. Canrietp. That would be an appropriate question to direct to 
the Bureau of the Mint. 

Mr. Hatt. Yes. 





INTEREST IN UNIT COSTS 


Mr. Canrietp. I was quite interested in the statement you made 
toward the close of the chairman’s inquiry, when you said there is 
more interest in costs now than ever before. 

Mr. Haz. On the part of the issuing agencies. 

Mr. CanrietpD. On the part of whom ? 

Mr. Hau. On the part of the issuing agencies. 

Mr. CanFietp. I want to add to that statement. I have found in 
my travels, wherever I go in the United States, just the same feeling 
on the part of the taxpayers, that they are more cost conscious than 
ever before, and I hope throughout the executive establishments in 
Washington that thought may permeate their thinking. 

I am glad now to yield to the distinguished member from Penn 
sylvania, Mr. James. 

Mr. James. I would like to go off the record for just a brief state- 
ment. 

(Statement off the record.) 


REHABILITATION OF FACILITIES 


Mr. James. Mr. Hall, I have been very much interested in—and 
very much encouraged by—the statements made in your opening re- 
marks. They indicate that there is a serious effort being made to re- 
habilitate the facilities in your Bureau, looking to more modern ways 
of doing things. 
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In the first place, you have indicated that you are going to have a 
saving in the number of employees by reason of certain improve- 
ments which have been made from time to time. As I read the state- 
ment they relate mainly to the pressroom operations. Is that correct / 

Mr. Hau. Yes. And they take in some other activities outside 
the pressroom as for example, in preparing the paper for printing. 

Mr. James. That is, services to the pressroom and in the pressroom 
principally. 

Mr. Hau. Yes. 


PLATE PRINTERS 


Mr. James. Does that result in decreasing the number of actual 
plate printers / 

Mr. Hat. No; it does not. 

Mr. James. How many presses do you operate strictly on currency 
printing ¢ 

Mr. Haty. About 280, I guess it is—approximately 280 on the day 
shift. 

Mr. Hourzciaw. All told about 415. 

Mr. James. About 415. 

Mr. Hourzcitaw. That includes both night and day shifts. 

Mr. Hatt. Yes. 

Mr. James. This is a little bit technical, but I want to develop a 
thought. What is the crew on a press, or any group of presses? Do 
you operate in groups ¢ 

Mr. Haru. On a press equipped with the take-off device it has a 
printer and one assistant. 

Mr. James. Printer and one assistant 

Mr. Hauw. Yes. The press without the take-off device, a printer 
and two assistants. 

Mr. James. The printer, of course, is boss of the press 

Mr. Hau. Yes. 

Mr. James. And the assistant’s salary is how much? 

Mr. Hatt. I have got the figures lumped together. 

Mr. Hourzciaw. $2,808 for the assistant, and about $6,800 for the 
plate printer. 

Mr. Hau. $2,800 for the assistant. 

Mr. James. And $6,800 for the printer. 

Mr. Hourzciaw. $6,800. 

Mr. Hav. $6,800 for the plate printer. 

Mr. James. In your negotiations with the unions, has it ever been 
indicated by either side that the plate printer should have supervision 
over two or more presses, and that the actual operation should be con- 
ducted by assistants / 

Mr. Hau. No; that has not been considered. With the introdue- 
tion of the improved devices, production was stepped up considerably, 
and it is not desirable to have the press operating without the printer 
giving it his full attention. 

Mr. James. That varies as you probably know, with the practices 
in other printing processes. In nearly all areas the agreements pro- 
vide that the pressman is the responsible top man for 2 or more presses, 
and that the actual operation is done by assistant pressmen, at lower 
rate of pay. 
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APPRENTICES 


Under your apprentice program, do the apprentices in the plate- 
printing department participate in the actual operation of the press? 

Mr. Hau. Oh, yes; after the first year they go on a press and 
operate the press. 

Mr. James. They operate the press. 

Mr. Hatu. Yes. 

Mr. James. For the presses they are operating, what then becomes 
of the printer ? 

Mr. Hauu. He takes the place of the plate printer. 

Mr. James. And he actually operates the press? 

Mr. Hatt. Takes over the press. 

Mr. James. In place of the plate printer ‘ 

Mr. Hai. After the first year 


EMPLOYEES ON PRESSES 


Mr. James. How many men on these 380 presses you have do you 
employ as actual plate printers ¢ 

Mr. Hatz. We have about 530 on the payroll at the present time, 
and 35 apprentices. 

Mr. James. You have more plate printers than you have presses ? 

Mr. Haut. Oh, yes. 

Mr. James. What is the reason for that ? 

Mr. Hatz. Of course, we have been running the presses at night; 
and then we have annual and sick leave to provide for. 

Mr. James. And then you have presses down, I suppose, out of 
operation ? 

Mr. Hatu. Yes; a small number. 

Mr. James. Only a small number? 

Mr. Haun. Yes. There are 46 plate printers assigned to printing of 
postage stamps. 

ROTARY PRESS 


Mr. James. I take it they operate the rotary presses; please under- 
stand, gentlemen, I am not asking these questions for the purpose of 
Vicious inquisition. I know you want production throughout your 
plant at the lowest possible cost and if we can do anything or say 
anything that will help toward that end we want to do so. 

Will the people who are laid off through improvements made in 
the pressroom and services in pressroom operations be actual plate 
printers? 

Mr. Hatt. That is correct. 


DEPRECIATION 


Mr. James. In your depreciation set-up as you stated it, which, of 
course, is an important part of the financial costs, was the higher figure 
of plant valuation used for the purpose of arriving at a greater annual 
depreciation, or is it used in working out a real value on the going 
life of the equipment ? 

Mr. Hatt. It is only based upon the estimated remaining useful life 
of the equipment that we are operating. 
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Mr. James. The useful life? 

Mr. Hat. Yes. 

Mr. James. Replacement could not be taken into consideration in 
the appraisal because some of the equipment is 30 or 40 years old ¢ 

Mr. Hai. Yes; and we feel that until we are able to replace it with 
modern equipment it still has a useful life. 


MODERN EQUIPMENT 


Mr. JAmes. I am much interested in the thought that has been given 
to new and modern equipment. You have some engineering studies 
under way, I notice. I want to ask you this question: Are any of those 
studies in connection with the possible development of rotary printing 
presses for printing currency / 

Mr. Hau. Yes; that is under consideration. There is no limit on 
what we are trying to do. We are going to get what we think is the 
best and most modern equipment available. 

Mr. James. Has any pilot plant job been done, or any tests made 
in the use of the rotary operation for printing currency ¢ 

Mr. Haux. Not on currency. For postage stamps there has been 
a pilot press built. 

Ar. James. Of course, industrial plants have had to do this to stay 
in competition at all. The rotary principle, you probably know, is 
largely replacing the sheet-fed operations in most every printing 
process. 

COLLATING MACHINES 


Now, in connection with stamp book collating machines, I, particu- 
larly noted the statement has been made that the cost could be amor- 
tized ina year. I think what you probably mean is that it would save 
its cost—not amortize its cost—in not more than a year; you would 
not actually write it off. 

Mr. Horrzcitaw. No. 

Mr. James. I wanted to clear that up, because it might have been 
misunderstood. 

Has there been any reason, since that type of machine has been in 
use commercially for quite some time, why it should not have been 
looked into before this time ¢ 

Mr. Hat. Well, it has been looked into before this, but we ran into 
difficulties from time to time. It was rather difficult to get anybody 
interested in the project. Now, we have a concern that is interested 
in doing some experimental work for us. 


POSTAGE STAMPS 


Mr. James. Do you need any experimental work for postage stamp 
book collating? Is there anything in particular about postage stamp 
book collating that makes it impractical to use the standard equip- 
ment now available? 

Mr. Hatt. I think there is. 

Mr. Horrzcraw. Actually there is no standard equipment on the 
market that is suitable for this purpose. These collating machines 
we are referring to have to be reconstructed, rebuilt, redesigned to 
meet the needs of our job. 
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Mr. James. What is that due to? 

Mr. Hourzciaw. Due to the nature of the work that is handled, the 
kind of paper—wax paper, perforated stamps—makes it extremely 
difficult to handle, as well as the bristol board which increases the 
difficulty. 

Mr. James. A recently installed machine of which I know can 
handle that kind of material, including the insertion of bristol cards, 
and operates very rapidly. If one of the inserts jams, it results in no 
loss; it simply kicks it out, does not destroy it, but picks up at thai 
point and proceeds. The further development of that collating me 
chine, it seems to me, ought to be relatively simple. 

Mr. Houirzcuaw. Mr. Congressman, we have collating machines on 
the job, and have had for many years, but tests on this particular work 
on these machines have indicated that they were not satisfactorily 
designed to meet the need. This is a new development, made neces 
sary by the peculiar nature of the work that is handled. 

Mr. James. But, nevertheless, you do feel that it can be done 

Mr. Horrazcuaw. Yes; exper imental tests in the plants of the manu- 
facturers have indicated it is feasible. 

Mr. James. Therefore, no doubt it will be done ¢ 

Mr. Horrzcuaw. That is correct. 

Mr. James. I am not going to dwell further on the matter of depre 
ciation, but what are you going to do when, as I hope will be done 
within a year or two, you “find yourself in possession of automatic 
machines; are you going to suddenly come up with a big obsolescence 
write off? 

Mr. Hau. By that time we hope to be able to have new presses 
installed. 

Mr. James. Probably more quickly than the “useful life” of - 
machinery which you now have is fully depreciated, because the devel: 
opment of modern printing machinery, is moving very rapidly. 

Mr. Hauu. Yes. 

Mr. James. Then, you are going to require a huge sum of mone) 
when you throw out “useful life” and write off obsolence ? 

Mr. Hau. We will turn that matter over to the accountants. 

Mr. James. Well, I suppose also you will turn it over to the Con 
gress 

Mr. Hatt. Pardon me, I said the accountants. 

Mr. James. The accountants, of course, but somebody will turn 11 
over to the Congress for an appropriation to buy new machines. 

Mr. Haw. Yes. 

Mr. James. When the time comes, let me say I will vote for the 
money to buy the machines, because you should save in operation costs 
enough money to pay for them in reasonable time. 


Mr. Hau. Yes. 





OUTPUT OF EMPLOYEES 


Mr. James. Now, on the subject of production by the men you have 
operating these machines. I am going to refer for a moment to a 
statement that was made by one of the gentlemen in your department 
and sent to this committee by the Secretary of the Treasury under 
date of June 15, signed by Hon. John W. Snyder, and ask you whethe: 
conditions exist to the extent that is referred to here. 


On page 5 of the report of the investigator— 








that was the investigator of this committee— 

he states that there is a mutual agreement among the plate printers as to the 
number of impressions which will be printed per day. This is, of course, obvious, 
when all but two plate printers adhered to an established work quota. 

In this connection it should be observed that this is common practice among 
skilled trades in private industry, bricklayers, carpenters, pressmen, et cetera, 
who have daily work quotas. It is of interest to note that in contrast with 
many trade-unions where unit activity has been dropping steadily, the unit 
activity in the Bureau has increased steadily over a period of 10 years. 

1 ask you whether in your opinion there is any existing agreement 
among your plate printers that there shall be set a limitation of impres- 
sions on the day’s work ¢ 

Mr. Hauw. I think that paragraph proves it. 

Mr. James. You believe that is in line with practices in certain 
other trades. 

Mr. Haut. All the men are doing the same amount of work. 

Mr. James. And, therefore, in spite of whatever incentive there 
might be, as a result of wage increases, and so forth, still you are at 
the mercy of this practice that a certain number of impressions is the 
day’s work limit ? 

Mr. Hauv. Is not that true outside in private industry ? 

Mr. James. Elsewhere there are wnions in business, and I have 
never observed that any limit was set on the production of the press- 
room or for any group of presses. 

That is vitally important, and should be of vital interest to you at 
the Bureau. I think this practice of limiting production should be 
ironed out with the union for it is going to be even more important 
after you find yourself in possession of better mechanical equipment. 

Mr. Hatt. Well, we endeavor to get production increased, and it 
was Increased about a year ago. We got an increase of about 100 sheets 
a day about a year or more ago. 

Mr. Honrzctaw. Back in 1942 they increased their output 200 sheets 
a day. 

Mr. James. Was that in response to an increase in wages? 

Mr. Hat. No; it was in response to a request from management 
to increase production. 

Mr. Hourzctaw. More recently, Congressman James, there has 
been a 32 percent increase in the daily output of these men about whom 
you speak. The quota was increased from an average of around 2,700 
sheets to 3,800 sheets, brought about by technologie al improvements 
that we have referred to. 

Mr. James. And a willingness on the part of the men on the presses 
to increase production. 

Mr. Horrzctaw. That is correct. 

Mr. Gary. As I understand, Mr. James, there is no similar limita- 
tion in outside industry ? 

Mr. James. Not to my knowledge. I have never heard any of my 
acquaintances in the printing industry complaining about being ham- 
pered in production through a limitation set by men on the presses 
or on any group of presses. 

Mr. Hourzciaw. I can speak with authority when I say that the 
American Banknote Co., whose operation can be more nearly com- 
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pared with that of the Bureau of Engraving and Printing, works 
on quotas. 

Mr. James. That might be characteristic, possibly, in plate printing, 
but it is certainly not an accepted understanding in other printing 
plants. 

Mr. Gary. That was my recollection of the testimony before this 
committee, that is the reason why I was asking the question, because 
I know it was testified previously that it did pertain to the entire 
industry, as I understand. 

Mr. Haut. The Security Banknote Co. of Philadelphia has the 


same problem. 
SPOILAGE 


Mr. Honrzctaw. Mr. Chairman, in response to Congressman James’ 
observation with reference to raising the output, the unit quota; these 
men maintain that it is extremely difficult to do, since Congress has 
directed that these men shall be paid on a piece-rate basis and under 
that system these men actually have to pay out of their own pockets 
for all spoilage. They insist that if they have to increase their pro- 
duction, that would certainly increase the possibility of greater spoil- 
age, and they maintain that since they have to pay for spoilage, they 
should be permitted to produce in such quantities as are commensurate 
with the maintenance of quality and thereby reduce spoilage, so they 
will not have to pay for such losses. 

Mr. James. Is there much spoilage ? 

Mr. Hourzcuaw. For the years 1950-51 it was approximately 614 
percent, and through technological improvements we have been able 
to reduce the spoilage to about 444 percent, or about a 2-percent 
reduction in spoilage. 

Mr. James. So that the volume of spoilage has actually dropped off. 

Mr. Hourzciraw. ‘That is correct. 

Mr. Haury. But they insist that if we press them for increased pro 
duction, it will result in increased spoilage, and they will come back 
and complain about having to pay for it. 

Mr. James. I was just about to say that the program to prevent 
spoilage seems to be related with the frequency with which the presses 
are stopped for wash-up, ink adjustments, plate registration, et cetera. 

Mr. Hovrazciaw. Yes. 


PRODUCTION TIME 


Mr. James. That, of course, takes a considerable amount of actual! 
production time out of the day, but it is done in the interest. of 
keeping the quality high and reducing spoilage ? 

Mr. Honrzcraw. That is correct. 

Mr. James. Do you not think the period of stopping the presses 
for such things as wash-up, ink adjustment, and registration, at about 
20 minutes, is a high rate for several periods of the day ¢ 

Mr. Hourzciaw. In previous testimony before this committee it was 
agreed the unit output could be increased, and the figure of 4,000 
sheets a day was established as a reasonable base. 
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However, I can assure you that we are vitally concerned with the 
maintenance of the high standard of quality and production in order 
to deter counterfeiting. 

Mr. James. I do agree that you do maintain a very high standard 
of quality, and as I said in previous hearings, I believe that that is as 
much due to the very excellent preparatory work as it is in the actual 
press operation. 

Mr. Hourzciaw. Yes. 

Mr. James. And I think the preparatory work can be called 
excellent. 

Mr. Hourzciaw. At the same time, if the printing is not done with 
the same precaution as is used in the preparation of the printing plates. 
you will wind up by having a substandard product which would be 
relatively easy to reproduce. 

Mr. James. Lam sure you watch any attempt to extend the time for 
necessary stop periods. 

Mr. Honrazcitaw. I can honestly assure you, Mr. James, that we are 
constantly alert to the necessity of getting the highest possible pro- 
duction and at the same time maintaining the quality necessary. 

Mr. James. My last remarks were based on the fact indicated in a 
previou sstatement, that there were several of your men who do not fol- 
low the practice of limited production, but they work rather independ- 
ently from that doctrine: they produce more. I understand they 
made a statement to one of the investigators, at least one of them did, 
that some of the men take as much as 35 minutes out when 20 minutes 
is the established allowance. 

Mr. Honrzcraw. Lam sure that is an exaggeration, Mr. James. 
am positive that they do not take that long a period. 

Mr. James. That is very reassuring. 

Mr. Hourzctaw. These two men that were referred to actually work 
longer hours than is called for by the regulations. They report earlier 
in the morning, work during their lunch period, work longer in the 
afternoon, and take less time off for wash-up purposes. 

They actually work longer than the men who produce 3,800 sheets. 

Mr. Gary. And they draw additional compensation for the addi- 
tional work ¢ 

Mr. Hourzctaw. Well, they do, and in addition, of course, they do 
work that is normally performed by their assistants. 


WAGES AND BENEFITS 


Mr. James. Is there any existing demand or request for reconsidera- 
tion of wages or other benefits 4 

Mr. Hatt. Nothing unusual. There may be one or two small cases 
pending. 

Mr. Horrzctaw. There possibly will be at a later date, because the 
Government Printing Office normally adjusts the rate of pay some- 
where around April, and we are required by Public Law 429 to pay 
the prevailing rate. so when the Government Printing Office adjusts 
their wages, our adjustments will become almost automatic. 

Mr. James. With reference to the use of a newly developed green 
ink for printing the backs of sheets of currency, you are conducting 
experiments for the use of black ink as well? 


93930—52——-19 
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_Mr. Hawi. That is a part of our experimental work at the presen’ 
time. 

Mr. James. And you do expect to get acceptable results? 

Mr. Hawi. We have quite a good-sized experimental activity under 
way. 

Mr. Hourzcitaw. In addition to our efforts private industry \s 
working on the same problem with us. 


IMPROVED EQUIPMENT PLAN 


Mr. Haus. I might add, Mr. James, that under this new system of 
the capital fund method of financing, we are able now to do a long 
range planning program. In the past we worked on a hand-to-mout) 
basis. We were never able to get sufficient money to go to a concern 
and say, now, we have got some money to spend for improved equip 
ment, 

Now, we know where we are headed; we know we can make contacts 
with manufacturers and lay out a program for improvements. 

Mr. James. You have a very much better situation now. 

Mr. Hatz. There is no question about it. 

Mr. James. You were very much handicapped, and you have a great 
deal more latitude under the present plan. 

Mr. Hane. We were always given $150,000 for replacements and 
new equipment, and it was always inadequate. 


INVENTORY PROFIT 


Mr. James. In your operating statement, what is the reason for 
your inventory of work in process July 1, and inventory of work in 
process June 30, being identical / 

Mr. Hani. That is only an estimate. I do not know where the 
figure comes from: in my opinion it is just a guess. 

Mr. James. Would there be no way to set it up as an actual figure ‘ 

Mir. Haun. As I say, it is just a guess. 

Mr. James. At the end of any two periods it certainly would not be 
identical. 

Mr. Haux. I feel the same way. This should be a factual state- 
ment, and not an estimate, because we are dealing with facts. Next 
year we will be able to come up with a different statement, I am sure. 

Mr. James. This could make a considerable difference, of course. 
in figuring operating costs. 

Mr. Haun. No. It is just a figure used to make it balance. A bal 
ance sheet should contain facts and not estimates. 


POSSIBILITY OF FUND SHORTAGE 


Mr. James. On the question that was raised by Mr. Gary, the chair- 
man, a little while ago, about what would happen if your funds be- 
came short of needs. Of course, you could send out statements to 
your customers for printing and expect prompt settlements. 

Mr. Hai. That 1s correct. 

Mr. James. And in a day’s time get funds in? 

Mr. Haut. Yes. I do not think there will be any trouble along 
that line at all. 
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Mr. Gary. On the other hand, may I say this in that connection, 
that if the present capital funds prove insufficient for reasonable op- 
eration, and it becomes necessary to present statements more fre- 
quently, with a resulting increase of costs, I am quite certain that this 
committee will increase your capital so as to obviate any additional 
costs, or inconvenience from that source. 

Mr. James. Yes. But we would have to go on the floor and ex- 
plain that. 

Mr. Gary. I rather anticipate they will be able to operate on the 
present capital. We estimated last year that it would be sufficient. 

But it was understood last year when we appropriated the money 
that if the Bureau found the funds were not sufficient that this com- 
mittee would provide such funds as are necessary for efficient opera- 
tion. 

Mr. James. I do not think there is any doubt about that: but we 
do believe that with the tremendous business you are doing, you can 
eo out and get money any day, should it be needed, from “those you 
serve. 

Mr. Hawi. I do not think we will have to ask for any. 

Mr. James. Mr. Chairman, I think that is about all that I have 
that I want to submit to these gentlemen; and again I want to say 
that whatever I have asked has been only with the desire to try to 
be helpful and not to give the impression of conducting a probe. 

I do think that what we have in mind here is to encourage moving 
up on improvements in production and reducing costs. We have 
had some excellent indications of interest and desire on your part 
to do a progressively better job in the Bureau. I want to compli- 
ment you upon your forward-looking program of mechanical im- 
provements which will, in time, result not only in a better job, but 
also in important economies. 

Mr. Harty. I want to thank you, Mr. James, and the committee. 
I want to say this, that we are very glad to have your help at any 
time on any problem you think you could give us aid on. 

Mr. James. I cannot give you much technical aid because I have 
devoted most of my time to trying to make a little profit in the 
printing business. 


DisttncrivE PArer 


Mr. Gary. What is the situation at the present time with reference 
to distinctive paper! 

Mr. Harti. Do vou mean the supply? 

Mr. Gary. Yes. It is my recollection that you told us last vear 
that the supply was pretty low and we allowed you additional funds 
to bring the supply up to some extent. 

Mr. Hau. Our supply now is in very good shape. 

Mr. James. The paper market has eased up a bit since that time. 

Mr. Haiti. Yes; [I think it has. We are getting all we need and 
we have a pretty good stock on hand for future printing. 


MULTICOLORED STAMPS 


Mr. Canrietp. While T am not a stamp collector myself, I know 
that they are to be found in every community in America, and they 
are very fine and interesting people. 
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Over a period of time they have been interested in multicolored 
stamps, “a I know that you have been experimenting therewith. 

Do I understand from your statement today that you are about 
to make two-color stamps ? 

Mr. Haun. I am going to ask Mr. Holtzclaw to deal with that sub- 
ject. He has been working with it for a couple of years. He is 
closer to it than I. 

Mr. Hourzciaw. In anticipation of Mr. Canfield’s continued interest 
in stamps, I brought along some specimens. If you would care to 
look at them, vou will see that while we have come a long way in the 
development of a bi-color printing press, we have not yet reached 
the goal we set out to achieve. We have encountered difficulties in 
registration. This press is actuated by electronic-controls, and as you - 
all very well know, that is a very complicated subject. We have not 
heen able to perfect the registration of these stamps in the way we 
would like to. We hope before too long to be able to have the press in 
operation. Just how long it will take Iam not prepared to say today, 
but you might be interested in looking at these specimens. I would 
like to take them back with me, sir. 

Mr. CanFievp. Mr. Holtzclaw, I am sure that you are aware of the 
fact that foreign countries are putting out such stamps. IT under- 
stand, however, from your testimony in the past, they are not of the 
best quality and the reason why you have not gone ahead with more 
expedition is because you want quality. 

Mr. Horrzciaw. That is correct. 

Mr. CanFrecp. What you show me today intrigues me. Tam nota 
stamp collector. I think there is something about an attractive stamp 
that tends to promote, shall we say, the morale of our people. 

Mr. Hourzciaw. That is correct. 

Mr. Haw. There is no question about that. 

Mr. CanFrevp. Iam glad to hear you say that. T hope it will not be 
long before these stamps will be processed and put out to the public. 

Mr. Hourzciaw. I would like to say, Mr. Canfield, we are contractors 
for the Post Office Department and attempt to produce for them just 
what they want. They have not elected yet to authorize us to produce 
multicolor or bicolor stamps. Tam sure they will when they find we 
are in a position to do it economically. There would be no problem 

n producing multi-colored stamps at all if we did not care about 
pe but we are allergic to costs, and we are going to try to perfect 
this press to the point where it will not increase significantly the cost. 

Mr. Canrieip. This committee is very allergic to costs and we are 
glad you take that position. 

Mr. Hortzciaw. Thank you, sir. 

Mr. Canrietp. From what you say today I believe it will not be long 
before these stamps will be in use. 

Mr. Fernanpez. In the table, Mr. Hall, marked “Statement of In- 
come and Expenses,” page 246, which is in the record, you show en- 
graving and printing, income from sales, $32,451,000 estimated for 
1952 and $33,069,055 estimated for 1953. 

Iam wondering whether any other tables you have would give us 
a breakdown as to those sales. I would like to see a breakdown of the 
agencies Which make the purchases so that we can then correlate those 
requests with the requests for appropriations by those agencies when 
they come before us. 
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Mr. Haw. There are five pages here that give a breakdown of it. 

Mr. Fernanpez. Does that appear on page 2404 

Mr. Haut. No. You do not have these pages. I brought them 
along with me. 

Mr. Fernanpez. I have been looking at the tables which you have 
on page 240, and I thought perhaps that would give us suflicient 
information, but it will not. 

Mr. Hau. That does not give it to you by agencies; only by class 
of work. 

Mr. Fernanpez. The same class of work is purchased by different 
agencies, apparently. 

UNIFORM CURRENCY 


Mr. Hari. In some instances; not very many instances. 

Mr. Simminskt. American currency is most in demand, no doubt 
because of economic factors. It has a fine appearance and lasting 
qualities. It is no doubt finer than any foreign currency I have ever 
seen. 

Do you think an international monetary group could ever decide 
on uniform currency in the free world with the psychological factor, 
perhaps, of giving people in these foreign countries more confidence 
in their own certificates ? 

In Greece, for example, the money situation is short, and in France 
they have the big bank notes while paper is in short supply. I do not 
suppose that it would help the paper supply too much by making 
uniform the size of foreign currency, especially with regard to peo- 
ple that are allied to us, but I just ask you to consider that possibility 
and perhaps in some way sell these Europeans some of the techniques 
we have in putting out a smart-looking certificate. 

Mr. Hawi. I think you opened your remarks by complimenting 
the appearance of the currency of the United States and its long life. 

Mr. Steminski. Yes. 

Mr. Hap. I suppose in every foreign country you will find the 
people as proud of their currency as we are of ours. We may have a 
little difficulty in convincing them we have a better currency than they, 
just as they would have trouble in convincing us that their currency 
is better than ours. 

Mr. Steminskt. Have they not very often thrown their currency 
in the trunk because it was worthless’ They are after the American 
dollar. 

Mr. Haun. Yes. 

MILITARY CERTIFICATES 


Mr. Steminskr. Tasked the Secret Service about military certificates 
and the counterfeiting of them and the possibility of selling them back 
to our own troops in exchange for something that the troops can give, 
and T was told that it is not as fine a grade by any means. I have seen 
it. Dothe military consult you when they make up those plates? 

Mr. Haun. Yes. 

Mr. Steminskt. Is it true that the quality of paper is poorer ? 

Mr. Hau. It is an offset-printed document. 

Mr. Sieminskt. You have never had trouble on that score, have you, 
as far as counterfeiting is concerned ¢ 
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Mr. Hatt. No. They turn it over so frequently. They call it i: 
and put out new issues. 

Mr. Sreminski. So we are in good shape there ? 

Mr. Haux. That deters counterfeiting. 

Mr. Hotrzciaw. Those military payment certificates are limited to 
authorized personnel, and they do not get into civilian hands. 

Mr. Sieminskt. Many times our GI's, when they come into new 
countries, as they did in North Korea, bought things and paid for then, 
with their own military certificates, and here the civilians were with: 
military certificates. 

Mr. Hourzciaw. That was a little different proposition. Those were 
certificates known as invasion currency, and those in use today are 
limited to the use of authorized personnel and are not supposed to get 
into civilian hands. 

Mr. Steminskt. With regard to our Government bonds, as the Sec 
retary said, there has been an attempt to depress and assault them with 
the same viciousness as was done in the days of Andrew Jackson when 
some few willful men ruined the credit of the Federal Government. 
The same attempt is being made today, and, psychologically and eco 
nomically, a neat currency, as a neat stamp, has a bracing effect. 

I think that you are doing a fine job. 


SALES BY AGENCIES 


Mr. Frernanpez. Going back to this table of sales by agencies that | 
referred to a minute ago, I believe that we ought to have this in the 
record. 

Mr. Gary. I see no objection. 

(The tabulations referred to are as follows :) 


Sales by agencies 


| 
j 
1951 actual | 1952 estimate | 1953 estimat: 


FEDERAL AGENCY 


$1, 544 


Administrative Office of the United States Courts__- $1, 980 | $2, 80 
Agriculture, Department of... _._.-- : : 947 |_- 3 ae 
Bureau of Animal] Industry rats : saa . | 100 
Commodity Credit Corporation. _- 1,300 | | 1,92? 
Farm Credit Administration_- 8, 386 34, 097 26, 0 
Office of Information____. 1,472 1, 33s 
Total. 10, 633 | 35, 569 29,4 
American Battle Monuments Commission ‘ 13 1 
Architect of the Capitol 23 26 4 
Atomic Energy Commission, United States 2, 020 1, 923 1,92 
Civil Aeronautics Board _- 91 : 
Civil Service Commission 5 
Commerce, Department of 3, 587 3, O71 6,2 
Defense, Department of: j 
Air Foree, Department of the 84, 508 | 126, 425 | 171, 78 
Army, Department of the 405, 065 192, 568 665, 9 
Alaska Communication System 9 | 10 l 
Navy, Department of the: j 
Office of the Secretary 1, 658 1,871 92 
Bureau of Medicine and Surgery 399 3 
Bureau of Naval Personnel 175, 421 04, 611 105, 7 
Bureau of Supplies and Accounts 2, 419 157, 348 148, 21 
Headquarters, Marine Corps. - 20, 204 45, 676 54, 5 
Naval Gun Factory 20 
Total 689, 304 M18, GOS 14s, 
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Sales by agencies—Continued 


1951 actual | 1952 estimate | 1953 estimate 





Defense Production Administration 
Defense Transport Administration 
Distriet Government 
€ flice of Collector of Taxes 
Unemployment Compensation Board 


Total 


Eeonomie Cooperation Administration 
Economic Stabilization Agency 
Executive Office of the President: 
National Security Council, Central Intelligence Agency 
National Security Resources Board 
Office of Defense Mobilization 
The White House Office 





Total 


Export-Impert Bank of Washington BY 38 | 
Federal Civil Defense Administration = 
Federal Communications Commission . O64 
Federal Deposit Insurance Corporation 247 | 
Federal Power Commission 42 | 
Federal Reserve System, Board of Governors of the 550 6, 901, 763 | 
Federal Reserve Bank of Chicago 998 
Federal Security Agency: 
Administrator's Office 414 
Office of Education 145 
Food and Drug Administration | 56 
Public Health Service , 034 
Freedmen’s Hospital 629 
St. Elizabeths Hospital 83 
Social Security Administration, 
Children’s Bureau 
Bureau of Public Assistance 43 
Bureau of Old Age and Survivors Insurance 73 
Office of Vocational Rehabilitation 
Bureau of Federal Credit Unions 


Total 


Federal Trade Commission 
General Accounting Office 
(reneral Services Administration 
Government Printing Office 
House of Representatives 

Office of the Sergeant at Arms 


Total 


Housing and Home Finance Agency: 
Office of the Administrator 
Federal Housing Administration 
Home Loan Bank Board 
Federal Home Loan Bank System 
Federal Savings and Loan Insurance Corporation 
Federal National Mortgage Insurance Corporation 
Public Housing Administration 
Total 
Interior Department 
Office of the Secretary 
Bureau of Indian Affairs 
Geological Survey 
Fish and Wildlife Service 
Bureau of Reclamation 
Bureau of Mines 
National Capital Parks 
Petroleum Administration for Defense 


Total 


Interstate Commerce Commission 
Justice, Department of 
Labor, Department of 

Bureau of Employees’ Compensation 


Total 











Library of Congress 

National Advisory Committee for Aeronautics 
National Capital Housing Authority 
National Labor Relations Board 
National Mediation Board 

National Service Foundation 
Panama Canal, The 

Post Office Department 
Reconstruction Finance Corporation 
Selective Service System 

Senate, United States 

Office of the Secretary 
Committee on Appropriations 


Smithsonian Institution 
State, Department o 
Subversive Activities Control Board 
Supreme Court of the United States 
Tennessee Valley Authority 
Treasury Department 
Ofttice of the Secretary 

Otlice of Administrative Services 
Bureau of Internal Revenue 
Bureau of Customs 
U.S. Savings Bonds Division 
Coast Guard Headquarters 
Office of the Comptroller of the Curreney 
Bureau of the Mint 
Bureau of Narcotics 


U.S. Secret Service 


Vet 


Commercial Controls Corp 
Electric Vendors, Ine 

Federal credit unions 
Government Services, Ine 
Government of Puerto Rico 
Ciovernment of the Virgin Islands 
International Plate Printers’ 
hington Society 
White House News Photographers Assi 


Sales 


Wa 


erans’ 


Total... 


Fiscal service 


Bureau of Accounts 
Bureau of the Publie Debt 
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Oftice of the Treasurer of the Uniteg States 


Currency redemption 


Total 


Yotal for Federal agencies 


to individuals 


Total for non- Federal agencies 


Mr. Gary. 
Mr. Hat. 


Administration 


of the committee to pay us a visit / 
Mr. Gary. We have been planning a visit to the Bureau for some 
time and I hope that we can work it out this year. 
Mr. Haut. We will be looking for you. 


Sales by agencies—Continued 


1951 actual 


$614 
948 
5 
747 

1Y 

106 

9, 437 

3, 246, 408 


57 


241 


21 


3, 783 


rte 
te 
Fz 


20, 412, 173 


74, 050 


30, GOS, SOG 


Thank you gentlemen very much. 
May I again extend an invitation to you and the members 








1952 estimate 


$1, 22: 
1 


20 
3, 949 


970 


99 


12, 942 


O04 


4, 





“tS 


6, 666 


33, 312, 961 


OY, 469 
229 


99, 698 


33, 412, 659 


1953 estin 


3, 794 





3,114, 721 


15, 408 


21, YSS, | 


33, 961, 7 


9] 


34, 07 
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Tuurspay. JANUARY 17, 1952. 
BUREAU OF NARCOTICS 
WITNESSES 


J. ANSLINGER, COMMISSIONER 

L. HARNEY, ASSISTANT TO THE COMMISSIONER 

J. WIDMAYER, ADMINISTRATIVE ASSISTANT 

L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


H. 
M. 
E. 

Ww. 


SALARIES AND EXPENSES 
Lnounts available for obligation 


1951 actual stimate | 1953 estima 


Appropriation or estimate 
Proposed supplemental due to pay increases 
Reimbursements from other accounts 11, 740 


$1, 845, 000 £2) 500, OOO $2, 790, { 
139, 000 
15, G00 25, 


Potal available for obligation 1,856, 740 2, 654, OOO 
Unobligated balance, estimated savings 7, 798 


Obligations incurred 1, S48, 942 2, 654, 000 


Obligations by activities 


Description 1951 actual stimate | 1953 estim: 


Direct obligations 


Administering and enforcing the Federal narcotic and 
marihuana laws 


O80, 020 
Executive direction 


58, GSO 


Total direct obligations 7, 2. 6389, 000 


Obligations pavable out of reimbursements from other accounts 
1, Administering and enforcing the Federal narcotic and 


marihuana laws 15, 000 


Obligations incurred 2. 654, 000 








296 


Obligations by objects 


Object classification | 1951 actual | 1952 estimate | 1953 estin 
Summary of personal services 
Total number of permanent positions 298 421 
Average number of all employees_- —- 289 377 | 
Average salaries and grades: 
General schedule grades: 
Average salary $4, 621 $4, 78! $4, 84 
Average grade... : Z GS-7.8 GS-7.3 Gs 


Personal service obligations 


Permanent positions $1, 336, 819 $1, 832, 850 $1, 969, 4 
Regular pay in excess of 52-week base 7,700 7 6 
Payment above basic rates 1, S61 5, 000 5, 
Total personal service obligations 1, 338, 680 1, 845, 550 1, 982, ( 
Direct obligations 
Ol Personal services 1, 336, 343 1, 845, 550 1, 982, 
02) Travel 168, 903 291, 870 309, 72 
03 Transportation of things 11, 684 11, 630 13, 0 
04 Communication services 33, 971 33, 900 34, 50) 
05 Rents and utility services 2, 493 1, 920 1,92 
06 Printing and reproduction. 11,915 15, 000 16, 50K 
07 Other contractual services_ -- - &2, 970 &3, 000 87,77 
O8 Supplies and materials 64,125 64, 130 67, 4 
Purchase of evidence 101, 007 250, 000 240, 00) 
09 Equipment 13, 210 15, 000 7,100 
13 Refunds, awards, and indemnities 10, 235 25, 000 | 28, (4 
15 Taxes and assessments 346 | 2, 000 2, 000 
Total direct obligations 1, 837, 202 2, 639, 000 2, 790, 
Obligations payable out of reimbursements from other acceunts 
01 Personal services : . . 2, 337 
02 Travel ‘ ss ; 3 485 A ae NE bet 
07 Other contractual services 2, 368 we 
0S Supplies and materials: Purchase of evidence (recovered 
moneys) a 6, 550 15, 000 25, O00 
Total obligations payable out of reimbursements from 
other accounts : eats 11, 746 15, 000 25, 000 
Obligations incurred : 1, 848, 942 2, 654, 000 2, 815, 00 


Analysis of expenditures 
1951 actual | 1952 estimate | 1953 estimate 


Unliquidated obligations, start of year $154, 351 $215, 793 $237, 2 
Obligations incurred during the year 1, 848, 942 2, 654, 000 2, 815, 000 
Adjustment in obligations of prior years 15, 680 | 
2, O1S, 973 2, 869, 792 3, 052, 203 
Dednet 
Reimbursable obligations 2s 11, 740 15, 000 25, 000 
Unliquidated obligations, end of year : 215, 793 237, 293 282, 4 
Total expenditures 1, 791, 440 2, 617, 500 2, 744, 300 
Expen litures are distributed as follows: 
Out of current authorizations Z 1, 663, 146 2, 323, 700 2, 557, 000 
Out of prior authorizations eee 128, 204 165, 800 176, 300 
Out of anticipated 1952 supplemental for pay increases 128, 000 11, 00 


Mr. Gary. The committee will please come to order. We will now 
consider the request of the Bureau of Narcotics. In this connection, 
we will insert at this point in the record page 226 ef the justifications, 
from which it appears that the appropriation for 1952 was $2,500,000 
and the request for 1953 is $2,790,000, an increase of $290,000. The 
appropriation for 1952, however, does not include an anticipated sup- 
plemental for 1952 to cover the cost of authorized pay increases, 








(The matter referred to follows:) 
Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act__- $2, 100, 000 
Supplemental appropriation for 1952, Public Law 253 a 400, OOO 
Total appropriation, 1952_ Ee eee o 2, 500, 000 
Reductions: Administering and enforcing the Federal 
narcotic and marijuana laws__.....-.......-.._.---- 
\dditions: Administering and enforcing the Federal nar- 
cotic and marijuana laws_ 


Adjustment in base (net) —__- Cee : oa + : _ +290, 000 


Appropriation base for 1953_ ae . T90, 000 
Increase over appropriation base for 1953 
Appropriation estimate for 1953 ~___- as tee 2, 790, OO 
Increase or decrease from total appropr iation, Se -290, 000 


1Does not include anticipated supplemental for 1952 to cover cost of authorized pay 
increases, 


Comparison of ee hase with ic ies AR estimate for 1953 


Appropriation base | Appropriation esti- | Increase cr 
| for 1953 mate for 1953 } decrease 
! 

i] 


incionaititensitinsetienadinnomntie | — 


Aver- | Aver- | | Aver- 
age age } age 

posi- Amount | posi- Amount posi- 

| tions | tions tions 


{ 


Activity | 
Amount 


1. Administering and enforcing the Fed- | 
eral narcotic and marijuana laws 398.5 | $2,731,000 | 398.5 | $2,731, 000 
2. Executive direction i 59, 000 | 7.0 59, 000 
Increase over appropriation base 5.5 2,790,000 | 405.5 2, 790, 000 : bd 
Adjustment in base (net). ne 23.3 | 290,000 |--- $23.3 | -+-$290, 000 
Total, appropriation, 1952, and ap- 
propriation estimate for 1953_. 382.2. 12,500,000 | 405.5 2, 790, 000 P23. < +290, O00 


1 Does not include anticipated supplemental for 1952 to cover cost of authorized pay increases. 
Mr. Gary. Do you have a general statement, Mr. Anslinger?! 
GENERAL STATEMENT 


Mr. Anstincer. Mr. Chairman and distinguished members of the 
committee, I have prepared a statement which I would hke to have 
inserted in the record, if you wish, and I shall just refer to it in my 
remarks here. I would like first to tell you something of the work 
that we have been able to accomplish as a result of the increased 
appropriation. 

Mr. Gary. You want to insert this statement in the record ? 

Mr. ANstrincer. Yes, sir. 

Mr. Gary. Very well. 

(The statement referred to follows :) 

Mr. Chairman and gentlemen of the committee, the Bureau of Narcotics is 
responsible for the investigation, detection, and prevention of violations of the 
Federal narcotic and marijuana laws, and of the Opium Poppy Control Acts and 
related statutes, including the administration of the permissive features of the 
Narcotic Drugs Import and Export Act. 

The estimated appropriation to carry out these functions during the fiscal 
year 1953 is $2,790,000, an increase of $290,000 over the amount appropriated 
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for the current year. Such increase represents $170,000 to cover the cost of pay 
increases provided by Public Law 201, Eighty-second Congress, and a net amount 
of $120,000 to maintain on a full-year basis the increased operating force and 
related expenses provided for approximately 744 months by the Supplementa! 
Appropriation Act, 1952. 

During the current year, with the aid of additional funds provided by the 
Congress, we were able to make much progress toward maintaining contro! 
of the illicit drug trailic. Many principal dealers in narcotics, such as Irving 
Wexler, alias Waxey Gordon, Joseph Dentico, Abie Chapman, Harold Meltzer, 
William Levin, and Joseph Orsini have been apprehended and convicted with 
heavy sentences that will place them out of the traffic from 5 years in some Cases 
to virtually life sentences in others. 

The strengthened enforcement force, by increasing the possibility of appre 
hension of these major illicit drug traffickers, plus the sentences imposed unde: 
Public Law 255, Kighty-second Congress, providing mandatory minimum sen- 
tences for second and third offenders in narcotic cases, are making some of 
these big racketeers seek other pursuits rather than risk the lucrative illegitimate 
drug racket. Just recently during the course of an interview between a narcotic 
agent and a former participant in the narcotic traffic, the agent was informed 
that because of the reasons which | have just stated this traflicker was now 
confining his investments to midget-auto racing rather than risk what would be 
a life sentence at his advanced age. While instances such as this do not elimi- 
nate the need for constant surveillance by narcotic field agents, it is another 
step in reducing channels and sources of the illegitimate drug supply. 

There is some indication that addiction has reached its crest. The Public 
Health Service Hospital at Lexington, Ky., reports a reduced population and 
also a decline in the number of juvenile admissions. Fewer juvenile addicts are 
coming to the attention of narcotic field officers. During the month of November 
for the first time in many months our Chicago office has had no applications for 
assistance from juvenile addicts. This can be attributed to the availability of 
more facilities to care for the addicts, a reduction of the illicit sources of supply, 
and the soaring prices of heroin due to the increased narcotics enforcement 
efforts. 

It is imperative that an enforcement force capable of continuing this effective 
drive against the illicit supply of drugs be maintained. The Bureau must operate 
a program which will control sources of supply on an international, national, 
and local level. 

Investigations, surveillance, and negotiation must be continued in foreign 
countries in order to restrict the supply on an international level prior to its 
entrance into this country. Cooperating with the Turkish and Italian Govern- 
ments, agents of the Bureau of Narcotics have reduced the supply of heroin and 
opium available to the illicit trade here. Recently, as the result of efforts of 
one of our agents assigned in Rome, the Italian Government completely sus 
pended the production of heroin for an indefinite period. Similar cooperation 
by the Peruvian Government, accompanied by suecessful prosecution of several 
large smuggling rings, has very substantially reduced the cocaine traflic in the 
United States. As vou probably know, the Bureau must also be on guard against 
large supplies of opium which are available in Communist China. 

On a national level our specialized agents must continue the methods of under 
cover operation, making repeated direct purchases of evidence until the main 
sources of supply are successfully apprehended and withdrawn from the trade. 

The workload of the Bureau continues to be heavy. Each of the numerous 
complaints received for investigation must be evaluated because any one of them 
may furnish the lead to develop a major case. During the fiscal year 1951 the 
agent force averaged 13 hours uncompensated overtime per agent per week, 

Cooperation with State and local organizations is being given in every instance 
to the limit of available personnel. Constant efforts are being made by the 
Bureau to have State and local organizations handle within their own localities 
all investigations where there is no obvious interstate source of supply feature. 
These cases are necessarily in the minority because heroin, the chief drug in 
the illicit traffic, is not lawfully manufactured in the United States and, there 
fore, must come from a seaport. The field forces are operating under the most 
positive directives to confine efforts to interstate cases. The Bureau is en- 
couraging the setting up of specialized narcotic squads in local police depart- 
ments, and making officers and facilities available for the instruction of these 
police in their own cities in the narcotic speciality. Some of the State legis- 
latures have enacted or have pending laws providing more stringent penalty 
provisions for second and third narcotic offenders. 








The national defense efforts have also resulted in increased workload for the 
Bureau of Narcotics. The mobilization of large numbers of troops continues 
the number of special requests from the military for assistance in coping with the 
narcotic traffic in and near our camps; for problems incidental to the drafting 
of addicts: and in situations where addiction is falsely advanced as a reason 
to escape the draft. The National Resources Board has given the Bureau of 
Narcotics complete control of national supplies of narcotic drugs for civil de- 
fense and will rely on the Bureau's judgment as to adequate amounts, sufe 
storage, and availability for immediate distribution to disaster points. These 
special burdens must be assumed despite the increased activities in every other 
line of enforcement work. 

The amount of $2,790,000 requested for the fiscal year 1953 is the minimum 
amount necessary for the Bureau to continue its enforcement operations against 
the current narcotics problem of increased illicit drug traflic and the consequent 
addiction. 


EXAMPLES OF ACCOMPLISHMENTS 


Mr. Anstinger. For instance, let us take Washington, D. C. We 
have made in the last year about 100 arrests of drug peddlers. We 
eliminated one of the main sources of supply—a man by the name of 
“Polly” Brown who had been previously apprehended some years ago 
and served his time. 

We spent here in the District about $15,000 to gather evidence. 
The last raids we made here we got about 26 men. Those men will 
come under the new Boggs Act which provides minimum sentences 
of 5 years for the second offender and 10 years for the third offender. 

Mr. Gary. While you are on the District of Columbia, I noticed 
from the press that in a recent speech which you made to the Rotary 
Club you estimated that dope addicts robbed the District of Columbia 
of 315,000 a day. 

Mr. Anstincer. That would be about right. These fellows all steal 
und rob. They take most of the loot from merchants of the city. 
Every addict will steal about $30 worth of merchandise a day and 
he has got to have a fence, so that he only gets about 310 for it. 

You will appreciate that 500 is probably a conservative figure by 
reason of the fact that we took 40 big wholesale dealers here just 
2 months ago. They were not the small-time peddler. We picked up 
26 small-time peddlers here about 2 weeks ago and in the spring we got 
another 30, 

The situation here has been of some concern to us. 

We found more or less the same kind of situation in Baltimore, 
but we have been able to put these men away under the new Maryland 
statute which provides a minimum sentence. 

Mr. Canrietp. May I interrupt at this point, Mr. Chairman? 

Mr. Gary. Yes. 


SUPPRESSED EVIDENCE 


Mr. Canrteip. I should like to read to the chairman and to the 
committee an editorial that appeared in the Washington Post under 
date of October 16, 1951, the leading editorial captioned “Reasonable 
search.” 


Laymen will find it very difficult to understand the action of Judge Burnita S 
Matthews in suppressing the evidence against the dope peddler arrested last 
June with the largest supply of heroin ever seized here. There are indications 
that many lawyers are also puzzled by it. Assistant United States Attorney 
Conliff is taking the case to the Court of Appeals, although the Government 
ordinarily has no appeal if a case is thrown out in the trial court. The appellate 
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court will be asked whether or not Judge Matthews was justified in suppressin. 
the evidence on the ground that its seizure was illegal. 

This is a case in which no search warrant could have been issued. All the 
Federal narcotics agents knew was that a “guy named Joe’ was coming (o 
Washington from New York by plane and would possibly be carrying narcotics 
When Joseph J. Bearer was observed riding in an airport car, and the informer 
signaled to the agent that he was the right man, Bearer was arrested. While 
at first he denied that he was transporting narcotics, he readily handed ove: 
three envelopes containing heroin when the agent asked if he might look at 
them. It is difficult to see any violation of personal rights in these circun 
stances. Surely the agent had reason to believe that Bearer was violating tli 
law. If officers are forbidden to make on-the-spot arrests in cases of this sort 
law enforcement will operate under a severe handicap. <A reasonable balance 
ought to be maintained between the protection of civil rights and protection «/ 
the public interest in effective enforcement of the law. We cannot help think 
ing that such a balance can be maintained without any encroachment upon 
constitutional rights. 

I made an inquiry which developed that this Joseph J. Bearer ha; 
a record of six prior narcotics convictions. That being so, I think 
it isa rather sad commentary on the Federal law respecting the sup 
pression of illicit narcotics in the United States of America. 

Dr. Anslinger, will you comment on that editorial and its portents / 

Mr. Ansiincer. Well, that shows the difficulty under which we 
labor here in the District, where you have only Federal jurisdiction. 
Ina case like this, we cannot take it to another court. We are whipped 
on it. If this were the practice in Baltimore and a Federal judge 
had made such a ruling—which I doubt, but if a Federal judge had 
made such a ruling, the police ef Baltimore would have stepped in 
and taken narcotic cases and this man would be in for 10 years under 
the Maryland law. But here we cannot do anything about it. 

This man gave consent to a search, and that has been acknowledged 
by the Supreme Court as probable cause, if you have some informa 
tion. This man’s bond, also, had been reduced and a motion was made 
to suppress the evidence. He was allowed to go out on the streets 
here and get new customers. I just wanted to point out that this is 
the sort of a handicap that we work under here. 

The local police, of course, have the same trouble. In Baltimore we 
would not have a situation like this arising. If it did, our friends 
over there, the State police, the local police, would step in and you 
may be sure that a man like this, who is a notorious hoodlum, and 
has been since 1912, peddling narcotics all those years, would real!) 
get the full sentence provided by the Maryland law. 


CONGRESSIONAL ASSISTANCE 


Mr. Canrietp. What is the answer? What can the Congress, anx 
ious to suppress this traffic, do about it ? 

Mr. Ansuincer. It is a very difficult question to answer, because 
we are laboring here in the District under these decisions on what is 
probable cause. That goes for the local police and for ourselves. 
We practically have to make a buy here. 

Mr. Gary. Is that limited to just one judge? 

Mr. ANstincer. No,sir. The only way we can get these men in the 
District of Columbia is to make a purchase; to make a buy of narcotics. 
Otherwise you have got to have such probable cause and apparently 
the courts here did not think we had, although we had information 
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from New York that the man was coming in and he was met and he 
allowed our agent to search his baggage, who found the heroin. And 
he had a substantial quantity of it. 

Mr. Gary. Is that due to the difference between the Federal and 
the State law? 

Mr. ANsuincer. Under State law, they would not be tied down by 
these Federal decisions, by the Supreme Court decisions as to seare +h 
and seizure. That question would not arise in Maryland, for instance. 
The police would have this information and they would search him 
and find the stuff on him. 

Mr. Gary. When you come to the question of constitutional guar- 
anties, they are the same under both the Federal and the State laws. 
Why should the interpretation be different in the District of Co- 
lumbia, ina Federal court, than it is ina State court / 

Mr. Ansiincer. Mr. Chairman, this arises in almost every State 
of the Union. For instance, we see a man coming into New York 
and we know that he has a big load of heroin. He puts it into one of 
these lockers in the subway station. We have no probable cause. 
Maybe we have had very good information. We can call the local 
police and have him picked up as he takes the stuff out, and then it 
is a good case. But the States do not. labor under the fifth amend- 
ment. They are not subject to this question of probable cause. We 
have that happening all over the United States. Mr. Harney has 
had experience with that. 

Mr. Harney. The so-called Week’s doctrine, Mr. Chairman and 
gentlemen, does not apply except in a very few States in the Union. 
There was considerable discussion of that in connection with a Su- 
preme Court decision 2 or 3 years ago and in many of the States of 
the Union evidence is evidence no matter how come by, like the State 
of New York and the State of California, and in varying degrees 
in some States that are very close to the Federal doctrine. 

In the usual State administration of criminal law, there is very 
much latitude on the way in which evidence is obtained and also there 
is a very much more liberal interpretation of what constitutes prob- 
able cause. The State supreme courts and the State judges have inter- 
preted that very much more liberally than our Supreme Court has. 

Especially since 1943 there has been a very restrictive attitude, lib- 
eralized a little bit a couple of years ago by a decision. But the gen- 
eral trend was to squeeze the ‘latitude in’ which the Federal oflicer 
could operate, and when vou are dealing with a commodity like nar- 
cotics, that is so easy to transport, that is so easy to conceal, that is 
so convenient to dispose of, it probably affects us in all of our sphere 
of activity, much more than any other criminal investigative effort. 


MANDATORY SENTENCES FOR REPEATERS 


Mr. Gary. When we were hearing the request of the Secret Service, 
Dr. Anslinger, it developed that they have a great many repeaters in 
counterfeit cases. A man will be arrested and sent to prison, perfect 
his art while he is in prison, then come out and go back to counterfeit- 
ing. We discussed at that time the fact that a number of States have 
laws which provide increased sentences on the second and third con- 
viction. We have had some little study made of that since then and it 
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appears now that in 5 States there is a mandatory life sentence on 
the third conviction; in 8 States there is a mandatory life sentence 
on the fourth conviction; in 12 there is a mandatory life sentence on 
the fifth conviction; in 4 States there is a discretionary life sentence 
on the second conviction; in 7 States there is a discretionary life sen- 
tence on the third conviction and in 8 States a discretionary life sen 
tence on the fourth conviction. 

That makes 33 States out of the 48 in the Union which have manda 
tory or discretionary life sentences after a certain number of convic 
tions. That is not true of the Federal law. 

This committee was considering making some recommendations to 
the Congress along that line. Would you recommend something like 
that from the standpoint of dealing with repeaters in the narcotics 
field ¢ 

Mr. Ansuincer. Yes, sir. We supported the Boggs bill which pro 
vided 5 years for the second offense and 10 to 20 years for the third 
offense. 

Mr. Gary. That was passed 4 

Mr. Ansniincer. That was passed and on November 2 it was signed. 
We immediately began our undercover drive to serve notice on the 
underworld that from now on they would face these penalties. We 
have already been able to send a number of peddlers away under that 
act. 

Mr. Gary. Is that mandatory or discretionary ¢ 

Mr. Anstincer. That is mandatory; that is, mandatory for the 
second and third offender. That is an act passed by Congress. We 
are making headway under that. 

Mr. Gary. It may be that the application of that law to counter: 
feiting and other crimes would solve the problem. 

Mr. Awstincer. As to many of our third offenders the penalties of 
the Boggs Act will almost amount to a life sentence. We have had 
the provisions of that law enacted in about eight or nine States. | 
Was pointing out to you what has happened in Baltimore. 

That law has been in effect for 1 year, less than a year, and during 
this last drive we could not find a peddler, and we should have come 
up with aout 40 or 50, and would have under the old system. 

Already there is a group in Maryland petitioning the legislature to 
repeal that act. That is a movement that is going on in Baltimore. 

do not know whether the criminal lawyers are back of it. The 
lawyer cannot now say to the defendant, “T know the judge, $500 will 
be my fee if I get you a couple of years off.” Here are the people of 
Maryland trying to go back to the old system. 

Mr. Gary. What people / 

Mr. Ansiincer. Whoever is back of it. We know a State Senator 
who is spearheading this movement to repeal the act. 

I have taken this up with Governor McKeldin and have asked him 
to give it serious consideration before allowing an act like that to be 
repealed that has done so much for the State of Maryland in wiping 
out the drug traflic in Baltimore, which used to be one of the worst 
cities in the country. 

A judge who resigned from the bench last week had some very fine 
comments to make as to what had happened. It is the law and it was 
the minimum sentence of the law that really did the job. 
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They have this law in Louisana and already you can see some of 
these oldtimers who have been up four and five times who are going 
in for 10 and 20 years. 

I really think this is having a great effect on the traffic. 1 do not 
think vou ought to hold it against us on our appropriation, but L 
want to tell you something that is rather startling. 


ADMISSION OF ADDICTS TO HOSPITAL 


These are the number of admissions of addict patients in the Public 
Health Service hospital | indicating chart]. You can see here in 1948 
when our problem started and it came to these proportions | indicat- 
ing]. This is estimated for 1951. 

These are the addict patients under 21 at Lexington and Fort Worth. 
June 7, 1951. There were 158, 

(Statement off the record.) 

There are 47 today and there were 158 in June 1951. The Kefauver 
committee recommended that the juvenile addict be separated from 
old addicts. 

We are getting less peddling. For instance, take a city like St. Louis, 
where Judge Harper throws 18 years at them—at a good-sized peddler. 
He will give them 15 or IS years. That is the way to handle narcotic 
peddlers. IT think the Boggs Act is going to be a wonderful weapon. 

Naturally, we would like to see the penalty increased to life for the 
third offender. But it is rather difficult to get something like that 
through. I know that we had a pretty tough time with the Boggs 
bill because there is some opinion in this country which thinks the 
judge should have discretionary power in sentencing. 


Before that act we got big peddlers who had been convicted three 
or four times who were getting suspended sentences. They cannot 
do that under this new act. 


YOUTIL TO BE PROTECTED 


Mr. Gary. So far as Tam concerned, any person who deliberately 
sells drugs to the youth of our country deserves any penalty that may 
be put upon him, even to the point of removing him definitely from 
the public by capital punishment. 

Mr. Canrienp, Mr. Chairman, may I concur in that statement. I 
think such a person is worse than the ordinary murderer. Iam trying 
to recall the words of Waxy Gordon when they finally caught wp with 
him for peddling narcotics. Do you recall what his words were, 
Dr. Anslinger ? 

Mr. ANsuinGer. Yes, sir. 

Mr. Canrietp. He said to the cops: “Let me walk out and TI want 
you to shoot me. I don’t want the others to know that you got me 
for this kind of stuff.” Is that what he said ¢ 

Mr. Ansirncer. Yes, sir: he did. Even in the underworld he was 
regarded as the lowest type of criminal, one who would stoop to 
handling narcotics. By the way, he received a life sentence. We took 
him in as a fourth offender under the New York State law. He got 
life and some of his associates got from 10 to 20 years. He was dis- 
tributing on a Nation-wide basis; out to the Pacific coast. At one 
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time he was the No. 1 hoodlum of the country, probably bigger tl: 
Al Capone. 


NATION-WIDE RAID 


Mr. Gary. I wonder if you could tell us either on or off the record, 
as you see fit, something about your recent Nation-wide raid ¢ 

Mr. Ansurncer. We decided to take advantage of the men and 1! 
money and the Boggs Act—we had all three—so we stepped into t)\ 
underworld. We put most of our new men right out into the unde: 
world. These agents are under strict supervision. They did a re 
markable job all over the country. We found in some of the rea! 
addict centers that these young agents were able to operate very wel). 
For instance, here in Washington, a young junior agent went out ani 
accounted for some 10 peddlers. We only went after the peddler i), 
this raid and we tried to concentrate on the second and third offender 
We came up with about 500 cases—actually 476, but there are still sone 
warrants out. 

That operation was of about 2 months’ duration. We had to get in 
on the Boggs Act as quickly as we could, because not any of the buys 
would be effective under the Boggs Act until the President signed it. 

I think we made quite a dent in the traffic and certainly the under- 
world knows now that the narcotics traffic from now on will have 
applied to it the Boggs Act. Some of the old traffickers came to us 
and said they were no longer going to be in the business, because the) 
could not face these life sentences. 

We decided to round up these traffickers on the 4th of January. 
Usually the week end is the best time to get them. 

We did have a little bad luck in this. The men in Texas accounted 
for about 100 of these 500 cases. There isa terrific traffic there. After 
the men got through with their work in San Antonio, a national pres- 
association took notice of the raids all over Texas—and there were 
some in New Orleans—and they happened to pick up some of the raids 
that were made in Buffalo and they concluded that it was a Nation 
wide job, so by 7 o’clock in the morning, it was on the radio and in ¥ 
newspapers all over the country, and we had not even started in 
States. 

We stepped it up a little bit, because when the men read this and 
heard it on the radio they naturally stepped up the raids. 

For instance, it was all over the front pages here in Washington and 
we did not start the operation here until the afternoon. We did not 
miss many. There are probably 25 or 30 that are still in hiding. 

But as a result of that premature publicity we probably lost a lo 
of the narcotics. We did not mind that so much, because in all these 
cases we had good corroborated buys and we should get 85 percent 
pleas of guilty “and 95 percent convictions. 





USE OF NEW AGENTS 


If the new agents come through this undercover operation with 
flying colors, then we want to keep them and send them to school and 
Jet them learn the real science of criminal investigation. I think it is 
one of the best ways to clean up a city. 

Here in Washington the Police Department is helping us along that 
line. Some of the new recruits are not known anywhere, so that the) 
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go right into the underworld and finally came up with 30 or 40 cases. 
I think that is the way to do with recruits rather than to send them 
first to school and spend a lot of money on them, then find out after- 
ward that they are only paper investigators: that they are just door- 
bell ringers. We want to put them ‘Tight into the underworld im- 
mediately. They are not known as police. They are green, but they 
are ambitious and have a lot of intelligence and imagination and they 
come up with results. 

Some of these traffickers got quite a surprise when they found these 
young agents with their badges. They just would not believe it. They 
said, “Here this fellow is bragging again,” but after the badge was 
passed around they realized that he was a Federal agent. 

I think that is the best training to give them, especially on such a 
drive as we made all over the country. That shakes out those who are 
not any good. You know it immediately and you do not have to 
worry with them any longer or send them to school! We have a grand 
jury working on some of the larger traffickers and I think there will 
be some results from that work. 


OTHER IMPORTANT CASES 


I want to tell you about one or two other cases that we think are of 
great Importance, 

In Connecticut, Public Enemy No. 1, Raymond Moresco was the 
New England distributor for narcotics and counterfeiting and he 
also was a fence for stolen goods, including firearms from the Colt 
factory. We purchased five ounces of good-quality heroin from him. 
He has not been convicted yet, but he has two previous convictions for 
narcotics. He should go in for ten years. He has had a lot of other 
convictions, 

Here is another large-scale trafficker, Joseph Orsini, also counter- 
feit money and heroin trafficker and a big smuggler from Italy and 
France. He had a million-dollar traffic, he only sold in very large 
lots. 

We have two defendants who were sentenced 10 and 15 years; Abe 
Chapman on the coast, who was a notorious racketeer and a former 
member of Murder, Ine. 

We got to Willie Levine, who was tied up with Waxy Gordon. He 
got 15 years. Joseph Dentico has been a fugitive for 7 years and a 
large distributor throughout the United States. We finally captured 
him after 7 vears. He got 10 years. 

Here is another man, Harold Meltzer, who was part of the Mickey 
Cohen mob. We worked on him for at least 2 vears and finally came 
up with the evidence. No one thought that we would be able to con- 
vict him, but he finally pleaded ; ouilty. 


NARCOTICS SITUATION IN CALIFORNIA 


Mr. Gary. In this recent raid, how many did you catch in Holly- 
wood ¢ 

Mr. ANsLincer. In this raid we only got nine in the whole State of 
Calitornia, nine peddlers, out of the 476, which indicates that the Los 
Angeles Police Department deserves a lot of credit, because they have 
worked on narcotics a great deal. 

Mr. Gary. The reason I ask that question is that you did have quite 
a problem there sometime ago; did you not / 
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Mr. Ansuincer. That is true. But they did not figure in these raids 
at all. 

Mr. Gary. The local police themselves are helping remedy that 
situation / 

Mr. Ansuincer. The local police have done a magnificent job. And 
I want to report to the committee this fact: that all over the country 
the police departments have established narcotic squads in the big 
addict centers. We have had the most marvelous help since these 
things have been spotlighted in cities where we never dreamed we 
would ever get any help and never got any help before. Now they 
have these narcotic squads, and we are training the men for them- 
only too glad to do it. There again we are using men who are not 
known in narcotics work. We start them under cover. 

This has been pretty much of a joint operation between the local, 
State, and Federal police. It was well integrated. 


ASSISTANCE FROM PARENT-TEACHER GROUPs 


Mr. Sieminskt. May Lask if you have parent-teacher groups, won: 
en's clubs, and others interested in families, helping in that situation 
in those cities where you did not expect cooperation’ Have you no 
ticed any interest by the women and the family heads in your drive ¢ 

Mr. Ansirncer. It was tremendous. We had a hard time holding 
them back and guiding them into the right channels, because naturally 
they all wanted to go out for the death penalty. 

Mr. Steminsxir. Lam happy to report to you that in a communica 
tion from the Governor of New Jersey last year, in his attempt to get 
after crime, in a posteript to him by me, I said that the secret six in 
Chicago did a great job against Capone, and that if the State of New 
Jersey tried the voluntary civilian approach it could whip crime in 
New Jersey. Lam happy to report that he has now recommended a 
payless five-member crime bureau in the State. I had nothing to do 
with it, but Iam happy to see this voluntary enthusiasm on the part 
of the citizens themselves in their effort to hold onto their self-respect. 

. 


CCOPERATION IN NEW JERSEY 


Mr. Canrieip. Right at this point, Doctor, inasmuch as my friend 
and colleague has touched on the New Jersey situation, will you be 
good enough to tell us what you think about the cooperation of the 
Governor and the State and local officers in our State of New Jersey, 
nd how you rate them / 

Mr. Anstincer. | found more enthusiasm in New Jersey than any 
other State of the Union, and a more businesslike approach. While 
they set up an investigative committee, they worked at the same time 
They did not wait for a committee report. For instance, the first 
thing, the Governor assigned six of the State police to train exclu 
sively for narcotic work. That has not happened in any State of the 
Union, Some of these other States have small investigative staffs in 
the department of health, but in New Jersey they took these men out 
of the State police. They had cars; they had communications, and 
they have a marvelous set-up. 

For instance, they have a compulsory vagrant-addict law where- 
under they pick up a vagrant who is an addict and he goes to the State 
prison; that is, the criminal type of addict. 
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They are in the process of taking over an old, abandoned CCC camp 
where they are going to try to rehabilitate young addicts. 

New Jersey is not like some of the other States. They are not 
just still making surveys. In New Jersey they are really doing a job, 
and what pleases us particularly is to see those State police come into 
the picture, because it is hard in other States to get the State police 
to do this work. 

Mr. Gary. I thought that one of the comics did a very good job 
recently on this story of drug addiction. 

Mr. Anstincer. The one in the Post ? 

Mr. Gary. Rex Morgan, M. D.; 1 thought that was a very good 
approach to it. 

Mr. ANsiincer. Yes, sir. 

Mr. Sreminskt. TI would like to say that I meant nothing in my re- 
marks that could in any way reflect on the efficiency of those in Gov- 
ernment. The point that [I strove to make as to New Jersey was that 
if people are aroused as they were aroused there and I believe they 
became aroused because of the good work your department has done. 
Evidently in other places they are yet to crystallize the enthusiasm 
that has been engendered in New Jersey by the women’s clubs and 
parent-teacher groups to see that this problem is whipped. 

Mr. Ansuincer. Mr. Congressman, | want to add to that, in Newark 
the PTA had a forum, and it came out with a set of recommendations 
that were so sound we have adopted it as a model for PTA groups, 
and we are sending these out over the country where PTA groups are 
meeting, with the idea that if they follow the line of the New: ark PTA 
they cannot go wrong. 

Mr. Canrietp. And the American Legion and its auxiliaries and 
other veterans’ groups are doing similar work; are they not / 

Mr. Ansurncer. Yes, sir; the American Legion and the Veterans 
of Foreign Wars have been interested. The American Legion had a 
forum in New York last June, and they did quite a lot to bring about 
the establishment of police narcotic squads. They have actually been 
in the forefront of getting the local police to organize local narcotic 
squads. That has been one of the American Legion objectives. 

The Veterans of Foreign Wars are working for heavy penalties 
in the States. They are working in every State to get a bill similar 
to the Boggs Act. 

I want to tell vou something about this workload that we have on 
defense efforts. Last year we made 556 investigations involving mili- 
tary personnel and 140 draftees. We made some 50 or more arrests 
around Army camps. That takes about the time of 20 men. 

(Statement off the record. ) 


AREAS SURROUNDING WASILINGTON 


Mr. Gary. What was the situation that you found in Virginia, Dr. 
Anslinger? 

Mr. Anstincer. It is rather remarkable that we did not come up 
with one case during these Nation-wide raids in the whole State of 
Virginia, and vet Virginia adjoins Washington, where we have & real 
problem. You cross the river here and you do not see it at all. Of 
course, around Army camps we did mi ake a few cases, but in the city 
of Richmond and in the city of Norfolk we have not been able to do 
very much. I think we got some in Norfolk, but that was all military. 
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I should say that Virginia is clean of narcotics. Now and then 
may run into a doctor writing prescriptions, but we soon take care | 
that kind of case. 

We tried to make cases in Richmond and Norfolk during this driv. 
the same as we tried in Baltimore, but we did not come up with any 
thing. 

Another State that is remarkable is another adjoining State, ai 
that is West Virginia. We did not come up with a case in West Vi: 
ginia. West Virginia and Virginia are remarkably clean in narcoti: 

Mr. James. What did you find in Pennsylvania? 

Mr. Ansuincer. We had a hard time in Pennsylvania. We came i) 
with about 50 cases in Philadelphia, but not much in any other part o! 
the State. 

Mr. James. Did you make any cases in Pittsburgh ¢ 

Mr. ANsiincer. We might have come up witha few cases there. We 
tried hard enough, but we just could not. And in all of that coal-min 
ing region—Harrisburg, Allentown, Johnstown, Scranton—we could 
not find a case. TI had a good undercover man working in that ares 
because the women were up in arms about it. They h: ad heard a lot 
about the traflic, but we proved to them that it is just not existent. But 
in Philadelphia we had no trouble making 50 cases. 

Mr. Canrretp. I am reminded of the fact that im my particular 
area you came up with a few cases, a very few cases, and Iam glad you 
did, because the stor Vv going around Paterson and Passaic, } N. J. today 
is that the situation is too hot for this kind of business. That is wha 
I hear is the slogan of the underworld today. 

And in that connection, Dr. Anslinger, may I add that IT had the 
pleasure of meeting one of your agents, an undercover man—LI wil! 
not mention his name—but he impressed me greatly with his characte: 
and his background and the brief story that he told me of the tec! 
niques that he followed. 

Mr. Ansuincer. I would like to say this: That, after all, the intere-! 
you, Congressman Canfield, have shown in law enforcement has been 
a deciding factor up there to keep that place clean. Some of those 
racketeers: up there may not pronounce your name exactly right, bul 
they know how active you have been in this picture, and I though 
that we would come up with a dozen cases instead of only three. 

Mr. Canrirtp. Whenever there has been the opportunity to make « 
public statement on narcotics, I have done so, and my people know how 
I stand. 

Mr. ANsuincer. As I say, some of the underworld there had youn 
name right and some did not, but they said, *You better watch out. 
so long as he is around.” I am telling you exactly the reports thi 
came to us, without any attempt at flattery. 

Mr. Canrietp. Thank you very much. 


PROGRESS WITH INTERNATIONAL CONTROL OF NARCOTICS 


Mr. Gary. What progress is being made with regard to interna 
tional control now ?¢ 

Mr. Anstincer. I am glad you brought that up. We have now 
three agents working in Europe on the large smugglers. The age! 
in italy is there to expose the large heroin traflic, the heroin being 
diverted from Italian plants. The Italian Government has now pro 
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hibited the manufacture of heroin as a result of those disclosures. 
The Italian police have taken very aggressive measures to clean out 
that gang. Ss Picci was one of the biggest smugglers there and has 
been successfully prosecuted. 

(Statement off the record.) 

We are getting a lot of heroin out of Communist China. It comes 
through Hong Kong. The Customs have made some seizures in 
Hawai, and it is fairly plentiful on the Pacific coast. I think the 
Communists are using this to get foreign exchange. It is a good way 
to get foreign exchange. 

I brought this to the attention of the Russian delegate and asked 
lim to communicate with the Chinese to see if they could suppress 
the traffic because, after all, it is not just a one-way traflic, it is affect- 
ing those people at the same time. 

Mr. Gary. What did the Russians have to sav? What was their 
attitude ¢ \ 

Mr. ANsiincer. Naturally they wanted one of these Chinese Com- 
munists to sit at the table. I just told them, *You can tell them just 
as Well as Tecan. You are in communication with them and we are 
not.” LT made quite a number of charges backed up by documents as 
to where this stuff is originating, in Tien-Tsin, and the name of the 
factory; and it has not been denied. It has come to the attention of 
Communist officials and they show some indication of wanting to 
cooperate, but I do not think we are going to get very far there. 

Mr. Canrrevp. I think our colleague, Mr. Sieminski, who was a 
major in Korea before he came to the Congress, presented a most in- 
teresting story last vear when he indicated that this illicit supply in 
Red China directed toward the United States, could be a very effective 
Red weapon. 

Mr. Ansninerr. Yes, sir. 

Mr. Canrretp. [ want to ask this question. Do you think that some 
of this stuff comes through the Panama Canal’ And if so, is the 
Panama Canal under your surveillance ? 

Mr. Ansuincer. No, sir: Congressman, that is not on our route. 
We do not get much coming via the Canal. As far as we can see, 
we have not any evidence to that effect. Most of it comes right into 
San Francisco and is distributed from there. There might be some 
ships coming that go through the Canal from Hong Kong that have 
some of the stuff on board. We did make one seizure in New York 
ona Norwegian ship that had been out there, that had a considerable 
quantity of heroin which we think they must have picked up either in 
Japan or Hong Kong. 

Mr. CanrFretp. I was thinking of the rather tight transit through 
the Canal and how easy it would be for carriers to just toss some of 
that stuff overboard and onto particular areas of the land there, where 
it could easily be picked up by others. 

Mr. Anstrncer. We have not had any evidence of that. There is 
one other source that I want to tell you about. For the first time in 
lj years the Iranian Government submitted statistics on its opium 
production and distribution. That was for 1950. In those statistics 
it was obvious that 333 tons of opium have disappeared in Iran. That 
is almost as great as the world consumption for medicinal uses. True, 
t lot of that stayed in Iran, because of the tremendous amount of 
opium smoking there. But 333 tons in 1 year is a tremendous amount. 
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Mr. Steminskt. Is that in addition to the 500 tons that disappeared 
out of China last year / 

Mr. Anstincer. Yes, sir. 

Mr. Steminskt. That is 830 tons that have not been spotted on the 
world market ¢ 

Mr. Anstincer. That is a lot of stuff; yes, sir. It is a wonder we 
are doing as well as we are with all that loose. I want to say that we 
are not the only victim nation. Evidently every nation is being 
plagued with this right now, particularly Japan which seems to be 
target of Communist China for heroin distribution. 

One thing that rather stands out in this picture of youthful addic 
tion isthe fact that last year, when the press of the country highlighted 
juvenile addiction several of the London papers were saying, “Well, 
that is America and it isa long ways off and we do not have to worry 
about that sort of thing; it cannot happen here.” Today the London 
papers, the papers all over England are running headlines on juvenile 
addiction. It has happened there. The newspapers in England are 
up in arms about it. 


USE OF THE VOICE OF AMERICA 


Mr. Sieminskr. Do you think there is an opportunity here for the 
Voice of America, or any other such propaganda, to put these stories 
through to the people of the satellite countries to indicate how the 
Reds really set in degradation? I do not think that theme has ever 
been put on the Voice of America; nor about the Chinese combat 
opium eaters in North Korea; nor about how young athletes in Turkey 
become drug addicts a year or so after their gr aduation from school. 

Do you think it would be a good topic for the Voice of America to 
put out to people whose sons and daughters are growing up beliind the 
iron curtain? It would shame all the more their government, and 
indicate to them how vile it is; it would serve to destroy any thouglits 
these unfortunates may have that their government is working for 
their progress. 

Mr. Ansiincer. I am quite sure this thing is happening back of 
the iron curtain, too, but we are not able to get too much information. 
We know that it is happening in East Germany. 

Mr. Steminskt. It is happening in Poland, with cocaine. 

Mr. Awstincer. Poland and Czechoslovakia have a big cocaine 
traffic. 

Mr. Sreminsnt. As T recall your remarks last vear it was said, when 
Vishinsky or Molotoy was asked the question of drug addiction in 
Russia he said, "We do not have any drug problem.” Is that right / 

Mr. Ansuincer. That is right. 

Mr. Sinminski. Evidently the Russians are trying to make their 
own people victims of this same kind of propaganda. 

Mr. Anstincer. Russians control everything from production to 
consumption. The only way they can get narcotics is through a con 
trolled agency. However, Communist China has no control. 

Mr. Sieminskt. Mr. Chairman, may I at this point in the record in- 
sert an article by Victor Riesel on Tuesday of this week, I believe. 
showing that there is a definite Red hook-up and a definite Red net- 
work in the operation of this drug traffic. And you will recall a year 
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ago, T asked if we could uncover the network: and today in gold and 
diamonds, as well. 

Mr. Gary. The article will be made a part of the record. 

(The article referred to follows :) 


[From Trenton (N. J.) Times, January 1, 1952] 
Rep DOPE-SMUGGLING RACKE1 
(By Victor Riesel) 


In Mao’s China, the poppies grow. And from these opium fields, it can now 
be revealed and documented by Federal narcotics records, Communist Party 
members across the world are smuggling billions, ves billions, of dollars’ worth 
of the nerve-paralyzing “junk” into the Western World, selling it to the operators 
who supply it to the underwerld who slip it to our kids at our schools and what 
were once collegiate “sugar bowls.” 

Soviet China, in the fourth year of its Death Dynasty, needs dollars for guns 
just as Soviet Russia needed valuta (dollar exchange) in the early days of the 
revolution. And just as Communist Party members—including Americans still 
alive and operating—once smuggled Russian counterfeit dollars into the United 
States to get that valuta-——-so Coinmunist Party members in the Orient are moving 
tons of opium into the west to make dollars for the Mao Tse-tung war machine, 


ACCUSED OF DUMPING 


Recently, the United States accused the Soviet Chinese of dumping 500 tons 
of opium on the civilized world. Mao's men tacitly admitted it. 

In fact, from the AFL's Asian representative, Dick Deverall, comes word that 
Peiping has an officially appointed opium Commissar. He's Red Army Gen. 
Tsen Sen, “King of Heroin,” as the boss man is known to the Ilong Kong smug 
glers. King Sen is commander of the military sectors around Hong Kong and 
Macao—and thus keeps the smuggling routes open, provides bodyguards for the 
hop runners, and sees that Mao gets a straight count on the take. 

These charges no longer depend on word from labor's network in the Orient. 
In the Federal narcotics files are the records of many arrests of Conmunist Party 
members right across Asia from Japan to India. Not too far back, in 1951, 
Japanese police, working with our Government, arrested Communist Party of- 
ficials there on charges of running the heroin traffic. Some were the lowly run- 
ners of the stuff—highly expendable, for they could be caught with the dope on 
them. Others jailed were high in the planning echelons of the stmuggling and 
sales apparatus which sprawls across the world. It’s all in our Government files. 

There are other dope-peddling Communists who needn't be as secretive as 
their jailed Japanese comrades. That's one for (Harry) Anslinger and the 
King of Siam. For there in Thailand, dope is legal. Stores sell it and rent 
pipes, 

To avoid duty payments there, the Communist have been smuggling their 
junk into the lucrative markets. Evidence’ Last June 13, the Thailand frontier 
police arrested four runners trying to creep in with some 60 pounds of opium. 
The runners were heading for Bangkok. It’s on the record now. On July 5, 
Thailand police intercepted an opium caravan driving down from China’s Yunnan 
Province. It had official protection—machine gunners, hand grenade squads, 
and ST smugglers, carrying 638 pounds, ready to fan out the moment they got 
deep into Siam. 

If RUNS INTO BILLIONS 


Why such a small army for just 68 pounds of opium’? It’s no puzzlement, 
even in Siam, to steal a royal phrase from Anna’s friend. A pound of opium 
simmers down to an ounce of heroin. This is about 85 percent pure. Then it is 
watered down to ounces only 5 percent pure. This, in turn, is split so that 
there are sometimes 2,000 units made out of 60 ounces (from the original 60 
pounds). The pimply little street salesman gets about $200 for one of these 
Weak units. That’s about $400,000 for just one caravan. Now recall that the 
United States accused Red China of dumping 500 tons of opium or the enormous 
bulk of 1,000,000 ounces of heroin on the world market. 

Split this down—and it runs into the billions. Yet Mao's China, didn’t deny 
the charge. Mao simply retorted that he was ridding Red China of its opium 
usage—inside China. Said so on the Peking radio, 
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So it pours in from China over intricate routes. One, according to the lates; 
Federal information, is from Yunnan Province to Burma and on to Thaila: 
Or from Jehol Province, through Russian-run Dairen and on out from the 
northwest and southwest Chinese poppy fields. Right now heroin is man 
factured in truce-covered North Korea, long one of. the world’s largest hero 
manufacturing centers. There are smuggling lines through Hong Kong aid 
Macao (where the stuff is turned into morphine tablets.) 

Obviously, these party lines are big business—Red sales in the sunset of 
civilization, 


PERSONNEL 


Mr. Gary. What is your personnel set-up, as far as your request is 
concerned / 

Mr, Anstincer. We are not asking for any more men, Mr. Chai 
man. We want the 270 agents; we want to maintain that number. 

Mr. Gary. How many additional agents did we authorize last year / 

Mr. Harney. Eighty-seven. 

Mr. ANsirncer. They are all on the roll, but six, and the six are in 
process of being put on. 

Mr. Gary. You do not have any trouble recruiting good men, do 
you? 

Mr. Anstincer. No, sir. When those in process are completed, that 
will bring us right up to the number authorized. 

Mr. Gary. How many will that give you altogether ¢ 

Mr. Ansnuincer. Two hundred and seventy; that is as many as 
we asked for. 

Mr. Gary. And you are asking for 270 for the next fiscal year. 

Mr. Ansuincer. Yes, sir. We are not asking for an increase. 


PAY INCR&ASE 


Mr. Gary. What is your pay increase as a result of the law passed 
by the Congress last year / 

Mr. WipMayer. $170,000. 

Mr. Gary. How much of that are you absorbing / 

Mr. Wipmayer. We are not absorbing any, but we are anticipating 
some savings due to annual leave, about $4,225 that we will appl) 
against those costs. 

Mr. Gary. What is the $290,000 increase requested for? 

Mr. Wipmayer. $170,000 for pay increases; $105,450 is for main 


tenance ona full-year’s basis of the agents and clerks granted us under 


the supplemental last year: and the remainder, $14,550 is the net in 
crease In operating expenses. 


INCREASE IN AVERAGE POSTTIONS 


Mr. Gary. You show here in the table an increase of your average 


positions of 23.3. 

Mr. Wipmayer. Yes, sir. That brings our employment up to a ful! 
year’s basis; the supplemental was for 714 months. 

Mr. Gary. That means that there are no additional personnel, but 
the 23 is the additional length of time / 

Mr. Wipmayer. Addition of 414 months; yes. 

Mr. Gary. For the additional personal that was authorized last 
year! 

Mr. Wipmayer. That is right. 
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PURCHASE OF EVIDENCE 


Mr. Gary. What requests have you made this year for the purchase 
of evidence / 

Mr. Wipmayer. We are requesting $240,000 for the fiscal year 1953. 

Mr. Gary. How does that compare with the amount authorized last 
vear ¢ 

Mr. Wipmayer. $250,000 last year. 


WORKLOAD 


Mr. Gary. I see you have a comparative statement of case loads on 
pages 230 and 231, of the justifications. We will insert those pages 
» 


together with pages 232 and 233 in the record at this point. 
(The statements referred to follow :) 


Comparative statement of case load 
1948 1949 


‘ases pending for investigation at beginning of fiscal | 
year... : 4, 802 3, 875 
‘omplaints received for investigation _- 16, 036 15, 150 


Total known case load 20, 838 19, 025 
‘ases completed for prosecution __- 3, 472 4, 980 


uvestigations, completed showing minor or no viola- 
iON, CLC... ....... re : ices leas 13, 491 10, 681 


Total dispositions 16, 963 15, 661 


Cases pending for investigation at close of fiscal 
year 4 : 3, 875 3, 364 5, 111, 489 


! Following a business management inquiry on case load, it was found that narcotic officers were reporting 


as pending only the most pressing current matters immediately at hand requiring urgent attention. Pres- 
ent figures represent a more nearly accurate and thorough appraisal of the workload 


Distribution of pending investigations July 1, 1951, by District number and 
location, of headquarters 

Boston, Mass.___—_- Sy ; f is cons Ss 37: 
2. New York, N. Y 3 - : eee he ea eee 920 
Philadelphia, Pa.__—- : : = ele : oe 118 
; saltimore, Md. __- Wer es Epnarae 773 
i. Atlanta, Ga.__-- : eS 600 
Louisville, Ky.-_----- = anaes ae Saco 191 
Detroit, Mich._..______- z Sessseten : 093 
. Chicago, H1l_-___- a fin? cbs me 3 : : DOS 
Houston, Tex. : ; : we 219 
. Kansas City, Mo.____ ee 2 3 is T03 
Minneapolis, Minn.__ E ee Pe , 245 
Denver, Colo. _ 5 a= = = ae Lae 120 
. San Francisco, Calif. Se Pe ae eS Lent See » 205 
WMGRARG: WW AGEN. eo ; 6a E ee 353 
Honolulu, T. H.- = ee a ak are ~~ ; : 9 


iS | er ok Ae = oe 2 ey go 


‘Following a business management inquiry on case load, it was found that narcotic 
officers were reporting as pending only the most pressing current matters immediately at 
‘and requiring urgent attention. Present figures represent a more nearly accurate and 
thorough appraisal of the workload. 
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Detail of case load for 1951 





Cases pending for investigation at beginning of fiscal year ___..--------- 5, T66 
Complaints received for investigation during fiscal year 1951_----------~ 48,si1 

Total known case load sme ae Pee ops Pea ot oe a . 49.577 
Investigations completed for prosecution ; sets Se oe 5, 305 
Investigations closed by letter reports a wh helt spicdonet wane tei? = Va 
Inspections made disclosing no violations as : aie 4, 636 
Inspections made showing only minor violations ed ts 2 S06 
Investigations of thefts from legitimate stocks : ee Aer eae 632 
Cases in which assistance was rendered to local authorities, ete. 4, 759 
Investigations involving military personnel __-— eo ek etn $12 
Investigations involving draftees__- ES ery eee RR ee ee Gee 31S 

Total investigations disposed of during 1951__——_ E 38, OSS 

Cases pending for investigation on July 1, 1951 e : "11. 495 


* Following a business management inquiry on case load, it was found that nar« 
officers were reporting as pending only the most pressing current matters immediately at 
hand requiring urgent attention. Present figures represent a more nearly accurate and 
thorough appraisal of the workload. 


Comparative statement of cases completed for prosecution 





Registered persons Unregistered persons Total persons 
Cirand 
| | tota 
Narcotics | Marihuana Narcotics | Marihuana Narcotics | Marihuana 
| } 
Fiscal vear | | 
1947 333 | 2, OF4 970 2,397 3, 367 
1048 qs4 2, 0038 Qs5 2, 487 8. 472 
1049 345 | 3, 048 1, 586 3, 393 1,5 1 ON) 
1950 308 4,105 1, 752 4,411 ] 6, It 
1951 274 1 3, B85 1,345 3, 950 ! 5 
Cases comple ted for prose cution, fiscal year 1951, by States 
Nar- Mauri- Nar- Mar 
COLI juana eoties juana 
Alabama 18 12 Nevada $s 
Alaska 7 ti New Hampshire 
Arizona 1s 20 New Jersey 12+) 
Arkansas 15 6 New Mexico 2 
California IS6 74 New York 53H) 
Colorado 26 98 North Carolina 38 
Connecticut 30 5 North Dakota 1 
Delaware 1s Ohio 190 
District of Columbia i4 14 Oklahoma 125 
Florida 12 17 Oregon 24 
Georgia 23 ® | Pennsylvania 160 
Hawaii 24 14 Rhode Island - 
Idaho 2 | South Carolina 7 
Illinois 212 47 = South Dakota 
Indiana 32 s Tennessee ‘4 
Lown 7 Texas 245 
Kansas 4 Utah 35 
Kentucky XS] 17 |) Vermont i 
Louisiana 6s 32 Virginia 2h 
Maine 12 2 Washington 118 
Marylind 124 S4 West Virgini 12 
Massachusetts 73 Q Wisconsin 28 7 
Michigan 154 32 || Wyoming 2 
Minnesota 25 10 
Mississippi 21 és Total », 959 1, 34 
Missouri 87 40) 
Montana 14 ti Grand total 
Nebraska 4 14 
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Convictions 





Re gistered Unregistered m . 1 
‘ ‘(rsons Sen- 
persons persons Total persons en 


ube 3 Bes 8 sda Sant Grand vences 
total _ 
Nar- | Mari- | Nar- | Mari- | Nar- | Mari- pened. 
cotics | juana | cotics | Juana | cotics | juana (years) | 


Fines im-| ,;5.. 
posed hick . 
seized 


1, 516 727 1, 581 27 2, 3, 796 | $117, 232 
1, 486, 740 1, 560 7 2 3, 404 74, 654 
2, OST 1, 070 2, 163 , 07 3, 234 4, 107 5s, 692 
3, 178 1, 283 3, 247 » 2h. 4, £30 6, 008 168, 114 
2, 974 1, 037 3,042 : 4,079 6, 632 112, 201 





Number of seizures and purchases, fiscal years 1947 through 1951 


Internal traftic Ports and borders Total 


Narcotics Marihuana’ Narcotics |Marihuana; Narcotics | Marihuana 


1,548 1, 575 AS7 | 2,123 1, 698 

1, 538 ,20 605 | 2 232 1, 842 | 
2,042 Be ir 72 591 | 2, 7 2,363 | 
2 664 2 15 5 194 | 3, 2, 645 | 
2, 742 , 5 517 | : | 2,044 | 


| | 
CASES PENDING INVESTIGATION 


Mr. Gary. I notice in the table of cases completed for prosecution 
you have listed opposite Virginia, 26 narcotic cases and 13 marihuana 
cases. What do they represent 

Mr. Ansuincer. They represent cases made around the Army camps 
in Virginia. 

Mr. Gary. What is the number of cases pending investigation at 
the present time ¢ 

Mr. Awnstincer. The number is 10,674. 

Mr. Gary. What types of cases do they consist of, mainly / 

Mr. Ansiincer. I think that would represent peddler cases. 

Mr. Harney. Letters of complaints dealing with every type of 
fact, addicts, statements obtained from druggists, from some other 
sources; the duplicate copies of order forms, from the drug houses, 
indicating that some person was making or attempting to make a 
purchase. 

Mr. Gary. They are peddler cases / 

Mr. ANSLINGER. Yes, sir. 

Mr. Gary. Not just addicts alone? 

Mr. Anstincer. That is right. 


CHANGE IN LANGUAGE REQUESTED 


Mr. Gary. Give us a brief description of the changes in language 
requested. 

Mr. WipmMayer. We are requesting that the language providing 
for chemical analysis and tests thereon be stricken. 

Mr. Gary. Why? 

Mr. WipMayer. After review, during this past year, it was deter- 
nined that section 15 of the act of August 2, 1946, does permit pur- 
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chase of chemical analysis, so that language is surplusage. 
the language for collection 





Mr. Gary. What about the language following the expenses «/ | 
seizure and disposition; is that also covered by existing law? 

Mr. Wipmayer. That is covered by the law. And, not to exceo| , 
$10,000 for collection and dissemination of information, and so fort), 
because of the recent Comptroller General’s decision on that languave, 
it was determined that under the provision for necessary expenses, 


that that language is no longer necessary. 
That decision of the Comptroller General is No. B-106230. dated 
November 30, 1951. 


COMPLIMENT ON WORK OF BUREAU ( 
{ 
Mr. Canrienp. Dr. Anslinger, we were all glad to hear the Seer 
tary of the Treasury, Mr. Snyder, pay you and the Bureau a very ce v 
served compliment in the statement he made to our committee the 
other day. ) 
Mr. Anstincer. Thank you. V 
LOCAL ORDINANCES ) 
Mr. Canrievp. Are you still pressing for local ordinances having t 
to do with addict hospitalization ¢ r 
Mr. Ansuincer. Yes, Mr. Congressman. You know the first tiny 
a city has actually asked for model ordinance was a city in New 5] 
Jersey. 
CIVILIAN DEFENSE r"¢ 
Mr. Canrrenp. How about the civilian defense picture: are you 
contributing to that work ¢ 
Mr. Ansuincer. The National Security Resources Board has given 
us complete control over the distribution of all narcotics for civilian 
defense, and we have undertaken that at no expense. You will not at 
find any requests for money. We have located strategically all ove: lt 
the United States a sufficient number of morphine syrettes; we re- 
covered the World War IT stocks, so they can be brought into any) 
disaster area. We could meet their needs with utmost speed, and | 
am sure that if something should happen, we would be the first ones 
to be called on, because where there 1s need for pain control there i: sh 
need for morphine. in 
You will find that the civilian defense people and the NSRB, are we 
very well satisfied with the work we have done in that regard. 
by 
BACKLOG IN LOCAL SERVICES REQUESTS cr 
CO 
Mr. Canrrevp. Iam glad to hear that. I notice you state that dur- ley 
ing the past vear you handled some 4,759 requests for services, re- 
cuests received from local and Government authorities. av 
However, you had to decline 3,918 requests for assistance. I 
So there was a backlog; you are not caught up ? no 
Mr. Ansuincer. That is right. ce) 
Mr. Canrietp. What is your present set-up / S dr 


ch 
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Mr. Ansiincer. It is quite true, we have not caught up. We have 
had to turn down some. We have not been able to give assistance 
to all the local authorities. However, some of those requests are not 
justified in having a man travel 200 miles to some place which we know 
would not produce results. 

Mr. CanrieLp. You are always too glad to see the local mayors and 
police officers who want to come and be briefed on what you think 
might be helpful in their localities ? 


SUFFICIENCY OF FUNDS 


Mr. Ansiincer. Yes, sir. We do that frequently, Congressman 
Canfield, and of course out in the field we are giving a lot of atten- 
tion to wishes of the local police force to be indoctrinated. And here 
in Washington there is a school for all police, and the Army has been 
working on it. 

Mr. Canrrecp. As a former police reporter, and as a student of 
your problem, 1 know how necessary it is to have money to purchase 
what you call live evidence. 

Does the Congress furnish you with sufficient funds for that pur- 
pose, so fundamental to the success of your program 4 

Mr. Ansiincer. With the increase that you gave us, we really put 
that to work. That is how we were able to get hold of Waxey Gordon 
and that type of traflicker. 

We are probably not getting as much as we need. IT might add we 
spent right up to the limit—I believe we had to cut back last year. 

Mr. Canrievp. Did the Bureau of the Budget recommend what you 
requested for this purpose 4 

Mr. Ansiincer. I think they gave us a cut. 

Mr. Wipmayer. $10,000, 

Mr. ANsuiIncer. Of 810.000, 

Mr. Canrietp. I wonder why / 

Mr. ANsuincer. | think that has to do with the estimate of the 
umount of recovered money. That was cut down by about 810,000, 


It is impossible to make an estimate like that. 
LEGITIMATE DISTRIBUTION OF NARCOTICS 


Mr. Sieminskt. Commissioner, the set-up as you have presented it 
shows that in places like London, despite efforts, this thing is spread- 
ing, and naturally is becoming more dangerous to the health and 
welfare of the free world. 

I have this question in mind: We thought we could control liquor 
by prohibition and horse racing by outlawing it. Bootlegging was 
created by prohibition. Prohibition was not the answer. Abroad 
countries have passed statutes, as in England, and other countries, 
legalizing horse racing with bookmaking a respectable business. 

Now, let me pose this question: Do you think that if we opened an 
avenue of legitimate distribution of such narcotics—and understand, 
I am simply asking this question so as to get it on the record, with 
no attempt to put you or anyone else in an embarrassing position, 
certainly not myself—but if we were to open, in conjunction with the 
drug stores here, a place where people could purchase supplies at a 
cheap price, and thus not be the victims of profiteering peddlers, 
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and thereby diminish the number of robberies for dope, and this 
enable, by registration, patients to get a cure—in other words, the 
European approach to the problem—do you think that would knock 
the racketeer in drugs off the market / 

Mr. Ansirncer. That system was tried in New York State in 1919, 
Dr. Royal Copeland handled the situation; later he became a Senator, 
and recommended its complete abolition for the reason that there 
was not one known cure of the addicts who got their supply in that 
manner; actually it created other addicts. Addiction spread all over 
New York State. They had about 7,000 registered. Lists of addict- 
got into the hands of blackmailers. New York State abandoned that 
system, after it spread addiction. It was tried and found wanting. 
About 10,000 did not register and preferred to get their supply from 
the underworld, 

Mr. Steminskt. May I interrupt to ask if the hospitals worked 1 
conjunction with the licensing at that time / 

Mr. ANsiincer. Hospitals and clinies and druggists worked with 1 
Dr. Royal S. Copeland. { 

In some States throughout the South they operated the same kind ; 
of system. Shreveport, La., for instance, set up a clinic, where the 


chief of police said he could find all his wanted burglars at the clinic ] 
at 4 p.m. every day. Things got so bad in Shreveport that there wes y 
a public demand that it be closed, because it became the center of oper: Q 


tion of thieves, bootleggers, pimps, prostitutes, and every other crim 
inal element. 

About five or six places tried that system. There was not one know) is 
case of cure. 

The house of delegates of the American Medical Association de 
manded that the Federal Government close these clinics, because they 
were a menace to the health of the communities. 

You could not operate a Government clinic and furnish marijuana n 
cigarettes, heroin, or cocaine to juveniles. That would be the mos te 
dangerous, the most dangerous proposition that one could imagine. 

Even the proponents of that sort of a scheme, Congressman, say, we 


do not mean cocaine or marijuana: we just mean heroin or morphine. he 
That is monstrous. he 

I cannot imagine putting these youngsters on a diet of morphine T 
or heroin from a Government clinic center; they would just become I 
addicts for the rest of their lives, and would spread addiction and dic al 


young. 
Now, some say that is the English system. Look now at what 
has happened. They have a great increase of Juvenile drug addicts 


in London just as they had in New York. Some call it the European St 
system, but I think that is misnamed, Congressman. Take France Je 
asanexample. I know of opium smokers there who go underground ne 
for supplies. In Paris they go into the underworld to buy narcotics de 
that they cannot possibly ‘get from doctors. Let us take the situ- 

ation in England, where they had 53 cases of narcotic smuggling in he 
1950. Why the need for smuggling if you can get narcotics on pre 

scription? The people who advocate such a system deliberately falsify an 


the facts. 
We had a case of a woman, Brenda Dean Paul, who was going to 
come over here from London and teach these young people how to 
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get off the drug habit, and at the same time she was getting a prescrip- 
tion in England for heroin and cocaine. What kind of a woman 
is that to come over here? So we opposed the visa. 

The system, Congressman, has been tried in New York State, 
and also in the South, and has proved to be a dismal failure, never 
yet has it produced a cure. 

Mr. Stemrnskt. I am glad you developed that historical back- 
ground, Mr. Anslinger. I do not. want to see that system, for the 
same reasons you have radieated. I agree with you that I do not think 
it affords the solution. I believe that providing additional funds 
for law enforcement and public enlightenment and cure is the only 
way to do the thing. 


CLOSER LIAISON BETWEEN AGENCIES 


Coming to my next question: If that is not the answer, if the 
answer is to try to drive the racketeer out of business by local enforce- 
ment, or by Federal enforcement, to take the opportunity away from 
the racketeer to do business, it seems to me that we have to start 
at the top and go all the way down the chain for enforcement. 

May I ask you this question: Do you feel that there could be closer 
liaison or perhaps an additional department created in the FBI to 
work with G—5 in military operations, and in every other known 
agency of the Government, to bring about better results’ 

Mr. Ansuincer. Let us take up the military phase of it first. 

All of this work that we are doing around the military installations 
is certainly with the knowledge and cooperation of the Army. 

Mr. Steminski. Yes. 

Mr. ANsiincer. We have to furnish the undercover force. 

Mr. Steminskt. Yes, 

Mr. ANsuincger. You can realize, of course, that vou cannot put a 
man on undercover work and have him come out in a uniform and 
testify. 

[ think on a military side we are very well set up. 

The Federal Bureau of Investigation cooperates most whole- 
heartedly with us throughout the United States. They give us the 
benefit of everything they run across in connection with narcotics. 
They do all our identification work, and that saves us a lot of money. 
I would say that I do not see where we could get much improvement 
along that line. 

LOCAL ASSISTANCE NEEDED 


The program has got to secure the support of the local police and 
State enforcement agencies. That is the big weakness. Only New 
Jersey, Pennsylvania, California, and Florida are doing anything 
now. Here is Texas, with all of its ranger force; those fellows could 
doa wonderful job if they took hold of this traffic. 

Mr. Gary. What is the traffic in Texas, Dr. Anslinger; largely 
heroin ? 

Mr. ANnstinGer. Heroin; it is heroin that comes across the border 
and also comes down from New York. 

Mr. Gary. Not marijuana? 


93930—52——21 
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Mr. Anstincer. There is marijuana. I think the answer lies rig) 
here, and the real missing link in this whole thing is with the Stat. 
We have to go into the States to do nearly all the enforcement work. 

Many of ‘the States—as I say, we have New Jersey which ha: 
suddenly come to life; they are doing a magnificent job; we are tic: 
in with the local and State enforcement agencies; the three grou) < 
working together. Now, if we could do that in ever y State—we wou | 
have success. 

Mr. Sieminskr. I am glad to hear what my colleague from Ne 
Jersey has done. He has been a real G- -man; I am proud to be from 
New Jersey. 

Mr. Canrieip. May I reciprocate what my colleague says by saying 
this, that I think that my colleague has introduced some very impor 
tant testimony. The statements that have just been made should be 
a ringing challenge to the Government, and to the highest polic 
forces in the various States, particularly those that are not perhap: 
doing all they can to cooperate in this most important endeavor. 

Actually I feel that some real good is going to come out of 
examination testimony that has been presented today. 


UNITED STATES ALERTED TO DANGER 


Mr. Steminskt. My last question to you is this: If we really intend 
to break the back of this operation, just as we referred to the gold 
and diamond smuggling deals—do you think there is the closest. po- 
sible cooperation in all branches of the Government‘ Are we aler' 
to the danger, cooperatively ¢ 

Mr. Ansiincer. Yes, sir. 

Mr. Steminskt. In terms of the Government. 

Mr. ANstincer. I think this is one country that is alerted to the 
problems, because of the press, the radio brought it to the attentio: 
of the public so forcibly. The same thing could be done in other 
countries as is being done in England now. I think it would be a 
good thing for the world if this same sort of fight is carried on ever) 
where. Italy has just suddenly come to life. 

Mr. Steminskt. Yes. And you mentioned Peru. 

Mr. Anstincer. And Peru had a real problem. 


ASSISTANCE FROM UNITED NATIONS 


Mr. Sieminskt. And yet, | wonder if other parts of the world do 
not suspicion that in this hemisphere we are perhaps also a drug 
center. In that connection, I would like to ask you this question: We 
are paying good, hard cash to belong to the United Nations. Can 
you tell us if that outfit is giving us the cooperation it should? Do 
you feel that the United Nations is trying to help us whip this 
problem / 

Mr. Ansuincer. The U. N. provides for a limitation of manufac 
ture and control of distribution. 

Mr. Sieminski. Yes. 

Mr. Anstrncer. Occasionally we get cases like Italy, which has 
now been corrected. We get control of distribution of narcotics flow- 
ing across the frontiers. All of the nations are observing the variou- 
treaties, and about eight of them are in operation. On the matter of 
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limitation of production, we have been working at the U. N. for 2 


year's. 

Mr. Steminski. Yes. 

Mr. Ansuincer. Here are che nations: Iran, Turkey, India, and 
Yugoslavi a. They are the four producing countries. They produce 
around 2,000 tons of opium, and the world needs around 500; so 
around 1,500 tons go into illicit trade. The four countries agreed on 
quotas. Russia stay ed out of the picture, because they did not want 
to get into exports. 

But when we insisted on inspections of these countries the whole 
thing collapsed. Price was the second stipulation, and they probably 
would have met the price of manufacturers, although Europe felt the 
price was too high. 

The proposed ‘scheme was that the United Nations would allocate 
production to these countries; 50 percent to Turkey, 25 percent to 
Iran, Yugoslavia 14 percent, and the rest went to India. They were 
going to establish warehouses; one in Europe and one in the United 
States, so that both continents would have sufficient stock in case of 
war. The U. N. was to buy and sell it; and it was to be an interna- 
tional monopoly. Within the four countries they were going to have 
a state monopoly, 

After some discussion they could not agree on inspection. We were 
not going to give them the price they asked without inspection. They 
wanted a weasel-worded proviso, which we rejected. 

Mr. Steminskt. In connection with the weasel words, were the 
gentlemen from the member nations who receive money and economic 
aid from us parties to it? 

Mr. Ansuincer. Turkey, Iran, India, and Yugoslavia. They would 
not agree on inspection. I think Turkey was ready to agree, but the 
other producers were not, so we finally had to give the discussion up 
after 2 years. 

Now we have drafted a protocol, which is ready for international 
discussion by all nations, whereby these countries would agree to 
have a stock on hand of not more than 2 years’ for export needs. 

On the production level, we will have to discuss the scheme in de- 
tail—you cannot control the farmer who is told he can grow 50 kilos, 
but who will probably grow a hundred, and sell the half of it in the 
black market. 

Even the best scheme prepared in the United Nations would not 
give us more than a 25 percent reduction in this traffic. 

However, let me point this out, that with the European govern- 
ments, and the United States limiting manufacture to medicinal 
needs, you do not have legitimately manufactured drugs illicitly com- 
ing into the trade; it is ‘all clandestine traffic, It is no longer con- 
dueted by governments. Without a limitation on manufacture, we 
would have a million addicts in this country; we would have tons 
of the stuff flowing in here as we did in the thirties. 

This United Nations’ work is proceeding under considerable 
difficulty. 

(Off-record discussion. ) 

Mr. Anstincer. We are going to try to cut down opium produc- 
tion. We have not succeeded yet, as indicated by this statement here 
about Iran’s 330 tons disappearing in 1 year. Today Iran and Turkey 
ave tremendous overproducers. 
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ADDICTS IN THIS COUNTRY 


Mr. Gary. What is the estimated number of addicts in this 
country ¢ 

Mr. Anstincer. Congressman, I think we can say that, with a 
reasonable degree of certainty, that there are not more than 1 out 
of every 3,000, or about 50,000, and with the increase we have had 
since 1948, there would be about another 10,000. The figure has 
dropped now very rapidly as indicated by the figures I gave on juve- 
nile addicts. 

One of the best things occurred last month in Chicago. Our office 
did not have one request for hospitalization of a juvenile. 


REPEATERS 


Mr. Gary. What percentage of addicts are repeaters after taking 
the treatment ? 

Mr. Anstincer. It is very high: very high, Congressman. I do not 
think that cure is the answer, although certainly it should be in the 
picture. Because if we could not send these addicts to some place, I 
do not know what we would do with them. T do not think the cure 
world go much over 17 percent. It is a little higher for juveniles; 
we have found that when we can get the youth it is much higher: but 
the old-timers, it is bad. 

Mr. Steminskr. Now, I want to ask you a question off the record. 

(Off-record discussion. ) 


COOPERATION OF LOCAL GOVERN MENTS 


Mr. Fernanpez. Dr. Anslinger, to what do vou attribute the lack 
of cooperation on the part of local, State, and county officials? 

Mr. Ansnincer, Well, there are a great many reasons: Perhaps tre 
luck of funds with which to operate; of course, sometimes there is not 
a willingness to do it. 

Mr. Fernanprz. Let me ask you this: Are the Federal officials mak- 
ing any effort to enlist the cooperation 4 

Mr. ANstincer. Congressman, I do not think so. Whenever the 
State legislatures meet we ask them to enact a bill to create a State 
enforcement agency; and to provide for the compulsory isolation of 
drug addicts. I would like to suggest to the committee that it find 
some way to get Congress to pass a compulsory isolation drug addict 
law here in the District of Columbia. 

Mr. Fernanprz. I know request has been made for more effective 
laws. What I have reference to is cooperation between the State and 
lederal officials, with particular reference to catching these drug 
peddlers. 

In northern New Mexico there was considerable excitement last 
year because they found that some of the children were getting mari- 
huana over there. 

Mr. Anstincer. Yes, sir. 

Mr. Fernanprz. And I understand that in some cases you had very 
good cooperation, and in others you have not had ? 

Mr. Anstrncer. Mr. Harney handled that. 

Mr. Harney. We have found isolated communities where maybe 
the general atmosphere of law enforcement may be low, but generally 
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cooperation between the law-enforcement officers and the local police 
force has been excellent. The Federal agents actually work close with 
the States. 

Mr. FrerNanpez. I understood you were getting some cooperation 
in New Mexico last year—particularly this last year. but that you cid 
not get it some years ago. 

Mr. Harney. Occasionally you have a situation develop because 
of a clash of personalities which has to be ironed out, and it takes 
time. 

Mr. Gary. Dr. Anslinger, you have stated that the Boggs Act has 
been a big help in enforcing the law and that increased cooperation 
by State and local authorities has been very effective. 


COMPULSORY ISOLATION OF ADDICTS 


Have you any other legislation or administrative recommendations 
which you think would improve enforcement ? 

Mr. Ansiincer. At the Federal level in the District of Columbia 
I think there should be an act of Congress to require compulsory 
isolation of drug addicts at Gallinger Hospital until they are cured, 
because as long as they are out on the streets, they become peddlers 
themselves, and want to get more customers. 

We have laws requiring quarantine for smallpox victims, lepers, and 
for venereal diseases. It is far more important to isolate the drug 
addict. In the District of Columbia we could show some sign of real 
improvement if they were isolated in Gallinger Hospital. 

Last year Gallinger had about 90 cases. Dr. Williams at Freed- 
men’s Hospital is doing a fine job in trving to cure young addicts. 
I think he had 145 cases, and he has tried to keep up with them. He 
has served on a voluntary basis. There is great need in the District 
of Columbia for isolating the addicts, without a criminal record, put- 
ting them where they will not be a menace to the health of the 
community. 

Mr. Gary. Would that also apply to some of the other larger cities? 

Mr. Ansuincer. Yes, sir: New Jersey has a State law which requires 
isolation of vagrant addicts. 

We are advocating to the States something between the New Jersey 
act and the Minnesota law, where an official can certify a drug addict 
and thereafter he goes to a State institution until he is cured. 

The work in Minnesota stands out. I do not think there is more 
than one drug addict in every 25,000 of the general population, because 
of the State law, and because of the fact that the judges are very tough 
on peddlers. 

But all of the States should have compulsory commitment of drug 
addicts, Just as they have for insane people. That is needed badly 
in States like Pennsylvania and New York: in New York they had a 
survey and I think made a recommendation for compulsory com- 
mitment. 

FEDERAL HOSPITAL IN KENTUCKY 


Mr. James. Mr. Chairman, I was just wondering, in talking about 
the States—a rather surprising thing, that a State like Kentucky has 
a wide margin over all other States—S81. Is that due to some 
peculiar condition ? 
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Mr. Ansuincer. Yes, sir. That is due to what is called the Ken- 
tucky Blue Grass Statute. The Federal hospital is located in Lex- 
ington, Ky., and the addicts come there from all over the country. [f 
they have been in the hospital once the hospital will not take them 
again unless they are committed under the Kentucky Blue Gras. 
Statute. 

They all go through our office. We take them into court, and thie 
judge suspends sentence providing they go into the hospital. 

The hospital cannot hold the voluntary cases. However, that is the 
reason for the Kentucky figure being so high. 

Mr. Gary. It is because this Federal hospital is located at Lex- 
ington, Ky. 

Mr. Anstincer. That is correct. 

Mr. James. It isa little hard on the State of Kentucky ? 

Mr. Anstincer. Perhaps so. 

Mr. James. Mr. Commissioner, speaking about State laws. I believe 
Pennsylvania has enacted a law that relates to the narcotic situation— 
that was done at the last session, was it not ? 

Mr. ANstInGeR. Yes, sir. 

(Off-record discussion.) 


PURCHASED NARCOTICS USABLE 


Mr. James. With respect to the appropriation for making “buys,” 
a considerable portion of that goes to buying narcotics, I assume? 

Mr. ANsiincer. Yes, sir. 

Mr. James. Is all that is bought put to use through your agency ! 
In other words, are these narcotics usable, do they have a value on the 
market ? 

Mr. Ansuincer. We turn these over to strategic stockpile. 

During the last war we had a tremendous quantity, seized and 
purchased, which saved the Government several million dollars. 
These drugs are eventually purified and converted into a useful nar- 
cotic. 

Mr. James. Does your agency get any credit against its appropria- 
tion ? 

Mr. Anstrncer. No, sir. We are not making large seizures. What 
we buy comes very high; $3,000 an ounce, pure. 

Mr. James. It comes pretty high. 

Mr. Gary. Will you permit an interruption ? 

Mr. James. Certainly. 

Mr. Gary. The Bureau of Customs, in its testimony before this 
committee the other day, stated that the Bureau turned over to you all 
of the narcotics which it confiscated. 

Mr. Ansiincer. Yes, sir. 

Mr. Gary. Those narcotics are disposed of in the same way ¢ 

Mr. Anstincer. In the same way. 

Mr. Gary. Any narcotics that are confiscated are turned over to you. 

Mr. Anstincer. We have been designated as the disposal agency. 
They are all assembled here and classified and turned over to stock- 
pile for use. We do not get any credit for that. 


ESTIMATE OF NARCOTICS TURNED IN 


Mr. James. It seems to me that there should be some way of indicat- 
ing a return to enable the Members of Congress to understand more 
clearly what the salvage is. They should know something is recovered 
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and turned over to the national stockpile rather than just saying here 
is $240,000 for buying evidence. Of course, we realize you have to 
pay many times more than its real value and recovered values must be 
small. 

Mr. Gary. I believe that we have asked for that information of the 
Bureau of Customs as to diamonds. Mr. Fernandez asked for it. I 
wonder if you could insert a statement in the record providing an 
estimated value of all narcotics turned over to you or to the stockpile? 

Mr. Anstincer. We could do that. We should exclude the Army 
stocks of World War II that were turned over to us. Perhaps we 
should include the surrendered drugs. 

That all goes to the credit of the Government. 

(The matter referred to follows :) 


Narcotics shipped by Drugs Disposal Committee to national stockpile, and to other 
governmental agencies, fiscal years 1946-51 
FISCAL YEAR 1946 


t 


Actual Estimated Anhydrous 
| quantity of | original | morphine 
narcotics ; alkaloid 


To stockpile: Ounces Pounds 
| ee c a 3, 182.32 , 349.95 | 146. 79 

™ Codeine. : i ; : ; ; 13, 116. 02 

To other Government agencies: Morphine_..........-.---.---) 2. 92 


FISCAL YEAR 1947 


To stockpile: 
Opium ___. : z - Pa ert RE 28, 544.15 
Morphine-_._-- , rene Lal 33, 391. 93 
Codeine “ : ? ve | 3, 086. 77 
Ethylmorphine- ce one hes eet 245.38 | 
Apomorphine ; aM panes 129. 54 | 
Cocaine ' 3 Sek 2, 799. 07 
To other Government agencies: 
Opium Se aeeean Sree ‘ ea 41 
Codeine. _-_- aaa tas setad f 
Dilaudide 
Demerol 
Papaverine. : : Lae RS 
Heroin___- ee cane’ 


FISCAL YEAR 1948 


| ! 
To stoekpile: 
Ri nae A acaninttndeenncds anes FERS, nO 30, 475.62 | $110,170.77 
fe Se eee Bao Hae ee 10, 592.13 | 1, 006, 336. 78 
Codeine -_- _ - . ee 9 ees 19, 847. 62 255, 433. 75 
Ethylmorphine : eeke , - Scns) 121.63 | 1,317. 18 
Apomorphine__- 7 84.79 | 9, 459. 48 | 
Dilaudide ; 4 badk cetae AOE SE 6. 53 | 1, 655, 80 
To other Government agencies: j 
Opium EEA ees Re Sie SEY RAP eee ee aaa 
Sige OTE EPR TE PAP ES FEL OP Te Oe, 160. 95 
Codeine. .....-.-- 46, 89 
Dilaudide.__...-- ae Meet * ; : me . 04 
Heroin REE ANTS yOERE 04 |. 
Demerol : Bey at Ka — ’ ‘ a 16. 97 
Papaverine_ __- ; mes ealaiied ‘ 4.11 
Methadon-.-.-.--- i geese sysecens Gee : : 7 .69 


Notr.— Figures shown in column 1 represent actual quantities of narcotics, the opium in terms of U. 8. P, 
opium and the other drugs in terms of salts, Some of the material is in the form of straight narecotics—pow- 
der, cubes, ete.—but much is in tablets, pills, capsules, syrettes, ampules, and liquid preparations, in dosage 
forms, often in combination with other nonnarcotic drugs. The figures in column 2 represent the estimated 
original cost of the preparations, not of the narcotics alone, and do not necessarily represent present values. 








To stockpile: 
Opium ‘. 
Morphine 
Codeine 
Apomorphine 





Morphine 
Heroin 
Codeine 
Ethylmorphine 
Papaverine- 


To other Government agencies: 


Opium 
Morphine 
Codeine 
Dilaudide 
Demerol 
Methadon 
Papaverine 
Heroin 


Cocaine 


FISCAL YEAR 1949 


To Mallinckrodt for reworking:! 
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Actual 
quantity of 
narcoties 


Ounces 


1, 660. 00 
2, 224. 34 
19, 584. 24 

9.14 


7, 192. 00 
5, 694. 12 


2, 078.00 | 


2, SSS. 85 
2, 437. 78 
70. 44 


53.45 


. 34 | 


06 
150. 86 
.08 
15. 87 
13 
5.78 
3.00 
04 


cost 


$14, 475. 
131, 224. 
209, 952. 

1, 020. 





Narcotics shipped by Drugs Disposal Committee to national stockpile, and to othe) 
governmental agencies, fiscal years 1946-51—Continued 


Estimated 
original 


89 | 


Ob 
60 
OO 


+ Anhydrou 


morphin 
alkaloid 


Pounds 


1 These substaness, unfit for issue and use, were shipped for the account of the Federal Procurement 


Service to the Mallinckrodt Chemical Works, St. Louis, Mo., for reprocessing under a contract negotiated 
by that Service. The resulting finished products were delivered to that Service for the stockpile. 


2 Values cannot be stated. 


To stockpile: 
Opium 
Codeine __- 
To other Government agencies: 
Demerol 
Papaverine _ - 


To stockpile: 
Opium : 
Morphine. 
Codeine 
Dilaudide 
Papaverine 


To Public Health for civilian defense 


Morphine. _- 
Methadon_ 
Cocaine 


To narcotics district supervisors for civilian defense: 


To other Government agencies: 
Morphine. - 
Dilaudide 
Papaverine__ 
Cocaine 


FISCAL YEAR 1950 


162. 74 
138, 41 


4.23 
21. 69 


FISCAL YEAR 1951 


15, 706. 60 
18, 647. 36 
45,081. 82 
4, $39, 29 
1, 781. 61 


714. 86 

1S 

50. 00 

Morphine 4169. 97 


110. 05 
51 


28. 57 


17. 64 


DEATH OF ENFORCEMENT AGENTS 


$959 


2, 166. 


$51, 576. 5 


214, 924. 
526, 571. 
267, 298. 


7, 877. 


78, 420. 
O00. 


387. 5 


61, 683. 


28 
5 } 


90 
6 


OO 
OO 
nu 


30 


R&v 4] 


BR jt 


Mr. James. I have one short question, and it is one that I have 
asked on two other occasions. What is the record among your law- 
enforcement agents in meeting with violent death in line of duty’ 

Mr. Ansuincer. We had a rather unfortunate 


‘ase a little over a 


year ago in St. Paul, Minn., where one of our best men was shot to 


=~! me 4 oh 
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death by the leader of the On Leong tong. He has been sentenced 
to life imprisonment. In Minnesota they do not have the death 
penalty. One of the agents was seriously wounded in that shooting. 

This is off the record. 

(Discussion off the record.) 

Mr. James. I just ask this question: Is there no provision under 
existing law under which the dependents of a law-enforcement agent 
can be granted some compensatory benefits because of his having 
met with death in the line of duty ¢ 

Mr. Ansuincer. The widow gets a pension. 

Mr. James. That is the usual pension that is provided and which 
would be available on his retirement and becomes available to his 
widow in case of death? 

Mr. Harvey. It is under the Compensation Act rather than under 
the Retirement Act, and it isa fairly good pension. 

Mr. Gary. They are covered under the same law as the FBI agents. 

Mr. Harvey. That is right. 

Mr. James. But there is no insurance provision like the G. I.’s 
have—$10,000 lump sum insurance. 

- Mr. ANSLINGER. No, sir. 

Mr. James. There is nothing to help the man’s family immediately 
or provide for a chance for them to get on their feet ? 

Mr. ANsiincer. No, sir. 

Mr. Stemtnskt. I am sorry to keep cutting in. However, in view 
of this London example where we were haw-hawed for our experience 
with juveniles, [ wonder, inasmuch as our fleet now, for the first time 
in history, is refueling in the Mediterranean, and great bases are being 
built in Africa and since Africa becomes of some interest to us, if you 
could pass on to your British counterparts that an Oxford graduate, 
later schooled in Moscow, is behind the colored unrest in the Kenya 
area and is no doubt the Kremlin’s No. 1 man to lead a race rebellion 
on that continent with the aid of drugs as fuel. 

Mr. Ansurncer. The conclusion of the Nairobi police in the raids 
they had there last vear was that that was all due to dagga, which 
is Indian hemp. They attributed it to the use of dagga in the colony. 
As to all of these riots that took place and what was behind them we 
do not know, but their conclusion was that they were due to the use 
of cannabis. 

Mr. Gary. Off the record. 

(Discussion off the record. ) 

Mr. Gary. We thank you, Dr. Anslinger. 
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UNITED STATES SAVINGS BONDS DIVISION 
WITNESSES 


VERNON L. CLARK, NATIONAL DIRECTOR 

ROBERT W. COYNE, CONSULTANT TO NATIONAL DIRECTOR 
BILL McDONALD, EXECUTIVE OFFICER 

BERNARD KRIXTEIN, BUDGET OFFICER 

EDWIN L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 

W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


Mr. Gary. This morning we will take up the United States Savings 
Bonds Division of the Bureau of Public Debt. 
The amount requested for this Division for 1953 is $5,476,939, 


GENERAL STATEMENT 


Mr. Clark, do you have a general statement ? 

Mr. Crark. Yes. 

Mr. Chairman, I appreciate very much your giving me the oppor- 
tunity to come here and tell you about the Defense bond sales program. 

The Treasury has been offering savings bonds to the people for 
17 years. The bonds outstanding today have a cash value of approxi- 
mately $58,000,000,000, and $49,000,000,000 of them are owned by 
individuals. 

The Defense bond sales program directs the human instinct to 
gather and save toward the Nation’s defense effort, through pro- 
moting purchases of Defense bonds by individuals. Primarily, the 
program promotes thrift that goes right down into the school rooms 
of the Nation. It also aids the Treasury toward the realization of 
one of its broad objectives—widespread distribution of public-deb 
ownership. 

In the calendar year 1951, 62 percent of the $3,200,000,000 FE bond 
cash sales were in the smaller denomination bonds—the kind the ay- 
erage worker and the professional person, the average businessman 
and the farmer can afford to buy on regular savings plans. 

The backbone of this sales program is the continuous assistance 
given by the patriotic legions of volunteers who use their time, their 
energy, and their influence asking their friends and associates to buy 
Defense bonds. We know, and our finding is backed by independent 
surveys, that personal solicitation sells—that when people are asked 
to buy bonds, one out of two does. We receive our personal solicita- 
tion work free from these volunteers. Therefore, the major activity 
of the paid staff involves recruiting, training, and servicing these 
public-spirited men and wemen who want to invest more than their 
money in their country. 

One important adjunct to personal solicitation is the advertising 
support donated to the program. This help constitutes the informa 
tional warm-up of the market. Every year the Treasury receives 
millions of dollars worth of radio and television time, newspaper, 
magazine, and billboard space, and car cards free of charge. The 
Government pays not 1 cent for the time and space for the Defense 
bond advertising that you see and hear and read. The Nation’s ad- 
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vertisers, the businessmen of the country, and the advertising media 
themselves, donate all that time and space. It is indeed a tangible 
and practical manifestation of their confidence in the Defense bond 
program. 

Here at the beginning of the calendar year 1952, E bonds held by 
individuals are at an all-time peak. Their cash value on December 
31, 1951, was $34.7 billion—S4 billion more than at the close of the 
World War II financing. E bond unit sales are at their highest in 5 
years, and sales of E’s so far in January 1952 are higher than a year 
ago. Monthly redemptions of unmatured E bonds are well under 
| percent of the amount outstanding—a normal situation. And dur- 
ing the calendar year 1951, there was a sizable gain in the number 
of people buying bonds on pay roll savings plans—from an estimated 
5,000,000 at the beginning of the year to over 6,500,000 at the year 
end. Experience has shown pay roll savings customers are long- 
term buyers. The $5 a week average deduction, stated alone, may 
sound insignificant, but the cumulative purchases of $6,500,000 pay- 
roll savers add up to over $130,000,000 a month. 

We in the Savings Bonds Division expect to build these optimistic 
trends higher. It 1s good that the American people can find the con- 
tentment of economic security in a safe automatic investment through 
their Government. 

We should like to see more Americans protecting their future and 
the fiscal well-being of their Government by purchasing Defense 
bonds, and we want to encourage people who own maturing E bonds 
to hold their bonds for another 10 years. Congress has, as you know, 
provided additional privileges for E bond investors who hold bonds 
beyond maturity, 


GOALS FOR THE FISCAL YEAR 1953 


Therefore, the United States Savings Bonds Division has a double- 
barreled sales job: (1) To swell the number of people buying bonds; 
and (2) to encourage established buyers to hold maturing bonds for 
an additional 10-year period. 


THE FIRST SALES FRONT 


Our objective for the fiscal year 1953 on the first sales front, is to 
have 14,500,000 persons buying Defense bonds on regular purchase 
plans, 

PAYROLL SAVINGS MARKET 


In the early months of the calendar year 1951, we expanded our 
payroll savings operation. By the year’s end, we had signed up 
1,500,000 additional savers. The estimated total number of plan 
participants on December 31 was 6,500,000. : in 

We plan to redouble the intensity of our payroll savings activity 
in an effort to sign wp another 4,500,000 persons. If we are successful, 
by the end of the fiscal year 1953 11,000,000 men and women will be 
purchasing Defense bonds regularly where they work on partial 
payment plans out of current income. 

It takes well-planned promotions and diligent effort, not only to 
vet new savers signed up, but also to maintain the volume currently 
buying, on account of the high rate of labor turn-over. 
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COMMUNITY MARKET 


Side by side with our payroll savings market objective, we have set 
out to sign up another 1,100,000 self-employed and professional people 
on the other regular automatic savings mechanism—the bond-a-mont)) 
plan. "This would raise the number of bond-a-month customers to 
1,500,000 persons by June 30, 1953. 

To join this plan, the purchaser simply authorizes his bank to debit 
his checking account regularly for the price of a Defense bond. The 
bank does the rest, issuing and delivering the bonds as a free service to 
depositors. 

Experience shows that personal solicitation is the most effective ap- 
proach to this market. When an individual is asked to buy Defense 
bonds by a neighbor whom he knows and respects, there is a 50-50 
chance that he will. One of our recent testing points in this market 
was La Crosse, Wis. Sixty women called on 600 prospects (largely 
professional people) and signed up 70 percent of them. 


FARM MARKET 


Ye are also striving to bring 1,400,000 additional farmers within 
the ranks of regular Defense bond buyers. We estimate we now have 
some 600,000 regular purchasers among the farm operators. By June 

, 1953, we hope to swell that figure to nearly 2,000,000—that’s our 
goal, 

Our new savings plan—Defense bond equipment reserve—is prov- 
ing appealing to farmers. It’s a planned savings for accumulating 

cash reserves for replacement of worn-out mechanized equipment— 
tr: actors, trucks, combines, etc. For example, the farmer is asked to 
invest in bonds each year, under this reserve plan, an amount equiva- 
lent to the entire allowable deuction for depreciation on his mechan- 
ized farm equipment. T hat amounts to an average of about 10 percent 
of the original cost. So, when a machine is 10 years old, the farmer 
would have Defense bond reserves amounting to the cost price, plus the 
interest earned on the bends. 


OVER-THE-COUNTER SALES 


We are also making every effort, and enlisting more help from the 
Nation’s banks. to increase sales of $1,000 and S500 denomination 
bonds, the so-called ‘investor’ bonds. 


THE SECOND SALES FRONT 


To sell the automatic extension plan to the holders of maturing E 
bonds is the objective on the second front. 

This is an entirely new but vital phase of the Defense bond are 
program, with a vast potential amounting to approximately $21. 
billion during thes next 5 years. The retention of past savings is 
equally as important to help keep our economy strong and healthy as 
a high level of current savings. 

Our job on this second sales front is to encourage E bond owners 
not to spend the proceeds of maturing bonds for goods, over and 
above normal expenditures out of current income. Our experience 
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has shown that intensive promotion to sell bonds also persuades peo- 
ple to hold onto their bonds. ‘This is just as true today as it was back 
in the war loan days, when redemptions would drop during the drive 
periods, 

As we have pointed out, $21.5 billion E bonds will come due in ihe 
next 5 vears. How many of them will be cashed in and how many 
will be automatically extended will depend on how effectively the 
message explaining the extension terms penetrates this big and widely 
scattered market of E bond owners. . 

To keep the automatic extension provileges before the tens of 
millions of E bondholders the savings bonds sales staff will utilize to 
the fullest all publicity and advertising media, and also the services 
of its vast army of volunteers. 

Gentlemen, those are our aims and objectives—the goals we would 
like to achieve by June 30,1953. It is our job to induce more and 
more people to practice thrift, to take more and more of the extra 
dollars out of the spending stream, and to persuade the people to 
hold on to their savings. To achieve these objectives, the Defense 
bond sales program will make the fullest use of all personnel and all 
the facilities at its command. To do this job, it takes high-caliber 
experienced salesmen, able to quickly tram and service our volun- 
teers, a sizable number of whom are leaders in business and banking. 

Our sales costs on gross sales are practically identical with the war 
vears. From 142 through 1945 it cost 80 cents per thousand dollars 
of sales. ‘Today the costs are still 80 cents per thousand dollars of 
sales. , 

There is one important difference that should be kept in mind. 
Today we have to sell more pieces to reach a dollar volume than dur- 
ing the war. In those years, we benefited from sales to savers who 
invested their savings accumulated over a long period of time, while 
today we must of necessity secure our volume almost entirely from 
immediate income. It is also well to remember that since the end 
of 1945, costs of personnel and facilities have greatly increased. 

The appropriation requested, which is approximately $200,000 less 
than the amount expected to be available for this activity during the 
current fiscal vear, is the minimum to carry out the program effective- 
ly during the fiscal vear 1953. 

Mr. Gary. What do you mean by this last paragraph: 

The appropriation requested, which is approximately $200,000 less than the 
amount expected to be available for this activity during the current fiscal yen 
You mean expected during the fiscal year 1952 / 

Mr. Cuark. May I have Mr. MeDonald answer that question / 

Mr. Gary. Certainly. 

Mr. McDonarp. The amount expected to be available includes the 
supplemental appropriation containing funds requested under Public 
Law 201 now pending. Actually the amount requested is $134,000 
more than has already been appropriated. It will be approximately 
$199,000 less if the pending supplemental appropriation bill contain- 
ing funds requested for Public Law 201, is approved. 

Mr. Gary. But when you say the appropriation requested is less 
than expected for 1952, do you mean by that that you expect to get the 
full amount of your supplemental request for 1952 / 
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Mr. McDonap. We have requested this year, 1952 fiscal year, or 
indicated we would request additional funds for Public Law 201, tha: 
is for the increased pay bill. 


COST OF INCREASED PAY BILL 


Mr. Gary. How much will the increased pay bill cost you ?¢ 

Mr. McDonavp. I will ask Mr. Krixtein to supply that information. 

Mr. Krixrer. The amount will be $327,112 for the fiseal ven: 
1952. 

Mr. Gary. What will it be for 1953 ¢ 

Mr. Krixrein. $340,064. 

Mr. Gary. How much of that are you absorbing ¢ 

Mr. Krixtrern. For the fiscal year 1953 4 

Mr. Gary. Yes. 

Mr. Krixrern. We ask for the full amount, based on the average 
number of employees on the pay roll during the fiscal year 1953, less 
any — turnover during the year. 

Mr. ( TARY. Will you save any money as the result of the provisions 
in last year’s law with respect to publicity and annual * ge 

Mr. Krixrery. You mean for the current fiscal year, or the next 
fiscal year? 

Mr. Gary. For the current fiscal year. 

Mr. Krixrern. With respect to annual leave, the law goes into ef 
fect as of January 6 of the current year; we intend to save between 
eight and nine thousand dollars of the appropriation requested for 
fiscal year 1952, as part of the appropriation for the Bureau of the 
Public Debt; there was no reduction applied. 

Mr. Gary. But the reductions that were required would not appl) 
to your Bureau ? 

Mr. Krixrern. No. 

Mr. Gary. How much do you estimate you will save on leave for 
1953 ¢ 

Mr. Krixrern. About $12,000. A large portion of the employees 
that we have, have had service of over 15 years, and, consequently, they 
get the full amount of the 26 days’ leave. There will be a rather sma!! 
percentage who gets 13 or 20 days’ leave. 

Mr. Gary. Do I understand that notwithstanding the pay increase 
of some $300,000 you are asking for $200,000 less next year than yor 
asked for this vear ¢ 

Mr. Krixrery. Yes; approximately. 

Mr. Gary. Why is that? 

Mr. Krixreix. We intend to have : approximi itely 619 average num 
ber of employees during the fiscal year 1953, as against 644 during 
the fiscal year 1952 for ‘promotional activities ; that is, we will have 
about 25 average positions less for the next fiscal yea 


POSITION OF CONSULTANT 


Mr. Gary. Mr. Clark, I think you might state for the record the 
capacity in which Mr. Coyne appears. 

Mr. Cuark. Mr. Robert W. C oyne is consultant to the Office of the 
National Director, and he is vice chairman of the New York State 
Advisory Committee, which heads the entire voluntary organization 
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of the State of New York. Mr. Coyne.was formerly field director of 
ithe United States Savings Bonds Division down to the year 1945 and 
is familiar with the operations not only during the war years, but 
has kept in constant touch with the savings bonds program at the 
State and local levels. 

Mr. Gary. Will you tell us something about his business connec- 
tions 4 

Mr. Ciark. Mr. Coyne is general counsel, I believe, of a motion- 
picture organization. 

Mr. Coyne. Special counsel for the Council of Motion Picture Or- 
ganizations. 

Mr. Ciark. Council of Motion Picture Organizations, with head- 
quarters in New York. 

Mr. Gary. As I understand, he is a volunteer worker ? 

Mr. Ciark. A volunteer worker; ; yes. 

Mr. Gary. He is not on the payroll of the Government ? 

Mr. Ciark. Not on the payroll. 

Mr. Gary. We will be glad to hear from you, Mr. Coyne. 


SAVINGS BOND PROMOTION PROGRAM 


Mr. Coyne. Mr. Chairman and gentlemen of the committee, I am 
indeed pleased to be able to appear before you because, frankly, I do 
not consider the activities of any Government department more con- 
structive than this. My views may account for the enthusiasm that I 
have maintained in this activity, and I have also maintained a like 
enthusiasm for the men in the Treasury who have administered this 
program, I know virtually all of them, and I know virtually all of 


the State voluntary leaders, and I can assure you that it would have 
leen very easy for me to get 30 typical businessmen from all over the 
country, who would have been pleased to join me. 

I believe this is a great program, gentlemen, for three reasons: First, 
because I think it is a hard hitting force against tnflation—and I am 

sure you share the same general views, based on expressions in this 
room. I think if we needed any additional witnesses to this, it could 
be found in the President’s report to the Congress, and in Mr. Wilson’s 
report to the President, and the Secretary of the Treasury’s report to 
you last week, and also those who point up the active need for the 
development of all types of savings, not only savings-bonds programs, 
but other types of savings as well. 

I believe in this program, secondly, because of the benefit to the 
people themselves who participate in it. 

And I believe in it, third, because it serves a most valuable function 
to Government in that it urges participation in Government and re- 
sponsibility for Government on large groups of citizens. 

I think, realistically today, with the international situation and the 
domestic situation that every businessman has got to assume his part 
of the responsibility of this Government, just like you gentlemen do 
i serving this country. 1 think every citizen has a contribution to 
iake toward our stability. I hope you share my views on that. 

Now, getting down to the matter before us, and I am going to be 
very brief, gentlemen, we have prepared a series of charts to high 
light the objectives of this program for the fiscal year 1953. These 
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objectives are impressive, but I think they are attainable and IT think 
they are realistic. 

The first objective is to expand our regular savings, a most valuable 
type of savings, from 7.5 million to 14.5 million people. This is to be 
done through the present payroll-savings program, the bond-a-month 
plan, and the farm program. 


METHODS FOR EXPANDING PAYROLL-SAVINGS PLAN 


It might be of interest to you to know something of the methods we 
hope to employ in expanding the payroll-savings plan from the pres- 
ent level of 6.5 million to 11 million of regular savers. In general, 
the climate now is favorable to this. We feel that with the great in- 
crease of defense industries the employers are becoming far more cog- 
nizant of the fact that they owe a responsibility to the Government 
and its activities. We have found extraordinary success during the 
past year in using the industry drive technique, whereby we take a 
leader of industry, of outstanding ability, and call him in to mobilize 
his industry; and the records on that front are indeed impressive. | 
have before me some figures with respect to the aircraft industry. 
The aircraft industry is participating in payroll savings ranging from 
nothing in a few plants to nearly 90 percent in some of the better 
plants, and that picture is improving constantly. 

We have adopted the device, Treasury flag for a city or a county, 
to encourage the community in its pride, and everyone has some pride, 
to establish the widest possible participation in the plan. This device 
has been effective and we expect to make much better use of it. 

Now, second, the community market: There are many men who are 
employed, such as professional people, and we estimate there is a po- 
tential of about 3 million people where we can expand participation 
in the bond-a-month plan. 

You will see from this chart [indicating | that we have at the present 
time some 400,000 on this regular systematic plan. We hope to expand 
that figure up to 1,500,000 by the end of fiseal year 1953. This is the 
method to be used in the community market. It takes a little bit dif 
ferent technique, and we do not have the same machinery as we do 
with the payroll-savings plan; but with the assistance of bankers, 
civic clubs, and professional organizations, we think we can spread 
out and capitalize in that field. 

Now also on the community level, we have the all-important farmer. 
Farmers have been historically good businessmen if they are advised 
as to what to do with their surplus, and we expect to approach this 
group, and we estimate the potential here is some 4 million farmers. 
We are going to try to reach effectively some 2 million of them during 
the next year and a half. 

We have always had some difficulty in evaluating this field and of 
getting a plan to mobilize the farmers. We have the banks, the country 
banks, that are most willing to help, but we have had trouble in 
evaluating a proper type of solicitation, a proper type of savings pro- 
gram in the farm areas. The plan which is proposed follows an 
original plan which has been worked out and used by farm organi- 
zations. 

As Mr. Clark pointed out in his initial statement, there is a very 
big potential in this area. The plan is to approach the farmers on 
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the basis of urging them to invest in bonds to cover their depreciation, 
in other words, to set up a sort of depreciation reserve for farm 
machinery, just as the businessman does. We estimate, dollarwise, 
just figuring the tractors alone, for replacement there would be a de- 
preciation of a billion dollars a year. We feel that the automobiles, 
trucks, tractors, and other equipment present a potential of something 
like $2.8 billion a year that is available for funneling into this 
program. 

Another sales front is one Mr. Clark referred to, which is tremen- 
dously important in this whole program: we cannot give you any 
complete analysis on this point of view, that is, keeping people from 
cashing their matured bonds. During the last vear bonds that started 
maturing in May were cashed in from May through the balance of the 
year in an amount representing some 22 percent of the total bonds 
outstanding, leaving some 7S percent remaining. 

I must explain a little further that that assumption is probably too 
good on paper, because during December, which was the anniversary 
of Pearl Harbor, when we know there was a tremendous rush for the 
purchase of bonds, during December of this last year a great many 
bonds were maturing, have been paid, and are in transit at the present 
time. : 

That 22-percent figure is tremendously encouraging, but we do not 
think it is entirely accurate. I do not think we can take too much 
pride in this, because we know that many bonds were not held as the 
result of a sales effort, but as a result of some inertia on the part of 
the holders; so, we cannot claim credit for that. 

But I do feel there is a vast area, and I am sure that amongst the 
2? percent there are those who have cashed their bonds, and naturally 
many of them have turned in their bonds because they had not been 
informed sufficiently about this new program. 


AUTOMATIC EXTENSION PLAN 


I believe that this automatic extension plan is one of the most valu- 
able things that has happened in the program, and I believe that is 
one that we can very well capitalize on. 

Mr. Gary. In connection with that program, it is my understand 
ing that the Jaw passed by Congress provides that if the bonds are 
not cashed they will carry interest at exactly the same percentage 
rate they have in the past. “Is that correct ¢ 

Mr. Coyne. Generally that istrue. There are two exceptions. ‘They 
can be transferred at maturity into G bonds, or they can be extended 
for 714 years at 214 percent, and if they hold them for the full time 
the full rate of 2.9 percent applies. It is a better deal. 

Mr. Frernanpez. The interest for 10 years, is included then as part 
of the principal on which interest is paid. 

Mr. Coyne. The interest is on the maturity value; the $1,000 bond 
goes on interest immediately. 

Mr. Fernanpez. I mean, the amount of the matured bond becomes 
the face value of the bond. 

Mr. Coyne. Yes. Just as if the owner cashes the bonds and buys 
another. It is a little better deal; it saves the Government the ex- 
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pense of reissuing bonds and it gives the owner a more favorable rat: 
on the bond, the new E bond. 

Mr. Witson. On the $750 bond the holder gets $250 interest in 1' 
years. 

Mr. Coyne. Yes. 

Mr. Wuson. If he continues to hold it for another 10 years he gets 
$290; is that right? 

Mr. Coyne. That is correct 

Mr. Kinpy. $333.33 more. 

Mr. Winson. $333.33. 

Mr. Kirey. Yes. ; 

Mr. Witson. I mean it would be $290 on the old original $750 invest- 
ment. Of course, you then have the $250 interest, on which you draw 
interest for the second 10 years. 





INTEREST CALCULATED ON MATURITY VALUB 


Mr. Canrreip. What action is required on the part of the bond 
holder at the maturity date; does he have to take any action if he 
wants to take advantage of the new act? 

Mr. Coyne. Just by letting the bond lay. It is of tremendous 
advantage to the Treasury, in that the administration of the issuance 
of new bonds and redemption of the old bonds is an expensive propo- 
sition. That cost can be reduced materially on this group of bonds 
that are outstanding if they are retained. There are some $21.5 
billion, which is a tremendous amount of money, and a great saving 
can be effected, and I would like to commend the Congress on pass- 
ing that act. 

Mr. James. In the event one holds these bonds and makes no record 
to anybody of their having matured, but just goes on holding the 
bonds, you say that the interest then will be calculated on the basi- 
of 214 percent on the matured value of $1,000? 

Mr. Coyne. Yes. 

Mr. James. On the $1,000 of matured value, for example 4 

Mr. Coyne. Yes; it will be calculated as if the bond had matured 
and the $1,000 were really cash. At 214 percent for 714 years, and it 
goes to 2.9 percent in the remaining seine, or to $333.33, as Mr. Kilby 
indicated. 

Mr. James. I am afraid that I did not understand that. 

Mr. Corner. I think one of the greatest arguments among those who 
are close to the problem is the added attraction of making this specia| 
increase. We find that is true among many groups. And, as I say. 
we think that our sales effort has got to be one of education and infor 
mation effort; we have got to get the facts out into the schoolroom: 
we have got to get them to industrial groups; we have got to get them 
back to the small banks; we have got to put it out over the radio;. we 
have got to use ail media. We are extremely confident that we can 
do this. 

Mr. Gary. Do I understand that the purpose of the act is to pay a 
person exactly the same interest if he does not cash the bonds, as he 
would get if he does cash the bonds and reinvest in new bonds? 

Mr. Coyne. He gets the same rate of interest on the bond, but his 
interest for the initial period is better. He gets for the eleventh year 
2.5 percent on the $1,000. If you bought a 8750 bond and you cashed 
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that at the end of the first year under the present interest rate you 
would receive, only a fraction of the interest. Under this new plan 
it isa better deal in that respect. 

Mr. Gary. But if the holder cashes the bond at the end of the 
twentieth year he would receive exactly the same interest as if he had 
reinvested the bond at maturity? 

Mr. Coyne. At that date of maturity he will, ves. 


REPORTING INTEREST ACCRUED ON BONDS 


Mr. James. Here is a point on which I have a little doubt. If a man 
has a bond matured and he has $250 of interest due him at the maturity 
of the bond, is that $250 reportable for income-tax purposes / 

Mr. Corner. There is an election, as I understand it, and I would 
like to have Mr. Kilby correct me on this if Iam in error. The holder 
can do several things. He can report that as income or he can wait and 
report it as income at the end of the second 10-year period. That 
affords a definite advantage, particularly it is an advantage to the 
man who is approaching the retirement age; the interest earned dur- 
ing the 10-year period will carry a less rate applied to his retirement 
period, 

Mr. James. That is quite important to people who have accumu- 
lated a number of these bonds. Actually, under the terms the bonds 
were offered, the bond sold for $750 has earned interest in the amount 
of $250 at 10 years maturity. The question up to this time, so far as I 
know, of reporting this earning of $250 for income tax purposes has not 
been clarified. Under the terms of the sale of the bond itself, the holder 
has a contract with the Government, and the Government a contract 
with the purchaser, that the $250 earned, must be reported as income 
for tax purposes. 

Mr. Gary. You have an option now. You can report your interest 
as income from Government bonds annually, or when it is collected. 

Mr. James. But it is in fact collected at the time you add $250 to 
your income or to your investment. 

Mr. Gary. No, it is not collected. 

Mr. Fernanpez. It is added to the principal. 

Mr. James. Yes, you add $250 of capital gain. 

Mr. Gary. But you have not collected it. 

Mr. James. You have under maturity provision of the contract, 
have you not? 

Mr. Witson. They have changed that contract in the last act; the 
contract now is changed to run 20 years. 

Mr. James. But taking the description of the bond itself, under the 
terms of the bond the Government agrees to pay the accumulated in- 
terest at the end of the 10 years, and it is taxable; now it will simply 
increase your capital without taxing you for the increase, under this 
extension plan. Is that right? 

Mr, Sreminsxt. Is it not somewhat like a life insurance dividend ? 
| have never declared my insurance dividend, which I have turned 
back to reduce my premium, as earnings. 

Mr. Coynr. It isa matter of construction that did give the Treasury 
some difficulty, and I think that is one of the reasons why the auto- 
matic extension plan was not arrived at sooner. I would like per- 
mission to have Mr. Kilby comment on that point. 

Mr. Gary. We will be glad to hear you, Mr. Kilby. 
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INTEREST REPORTING OPTIONS 


Mr. Kinny. I would like to say that Public Law 12, which was passe«| 
last spring, contains amongst other things the income-tax provision 
that bondholders who are operating on a cash basis could defer the 
return of interest on bonds until the day the bond was cashed, which 
would permit them to carry the bonds for an additional 10 years if 
they wished to do so before reporting the earned interest as income. 

Those on an accrual basis would report the income annually as they 
usually do, 

Mr. Gary. If you hold these bonds for 5 years or 10 years, regard 
less of the time, you do not collect any interest whatever until you 
turn them in? 

Mr. Kitsy. That is true as to bondholders on a cash-return basis. 

Mr. Gary. But you can turn them in any time you want to? 

Mr. Coyne. That is right. 

Mr. Gary. Within the 10-year period. 

Mr. Coyne. And the increment on the bond is to be reported as 
taxable income the year in which the bond was redeemed. 

Mr. Winsonx. Would it not be advantageous to the bondholder, say, 
after 14 or 15 years, or any period when his income happened to be 
low, to cash in some of lis bonds, perhaps, collect the income, and 
pay taxes in the vears when his income was low ¢ 

Mr. Coyne. I think, as a practical matter, Mr. Wilson, you will 
find it works out that way. There are many people who are nearing 
the retirement age, [ am sure, who are continuing to hold their bonds 
and report their income during the years when their earnings are 
otherwise low. - 


GOVERN MENT SECURE INVESTMENT 


Mr. Witson. Here is another question I would like to ask: One 
of the biggest problems confronting my efforts when I have tried to 
get people interested in purchasing bonds, is what is going to happen 
if we should get into a depression period, when people do not have 
the income with which to buy bonds, and with our public debt ex- 
tremely high they may want to cash their bonds. They ask the ques- 
tion, “Where is the Government going to get the money to meet the 
tiaturing bond issues ¢ 

During the war years, of course, they buy bonds. But Iam running 
across that question. 

How am I going to meet that question ¢ 

Mr. Kinny. The Government has never repudiated its obligations 
and I do not think it ever will. We have always been prepared and 
have always made settlement according to the terms of our obligations. 
With respect to these savings bonds if we received a volume of redemp- 
tions which we could not meet from the general fund of the Treasury, 
we would go out and issue other obligations in order to raise the money 
to meet them. 

Mr. Winsonx. Would not someone have to buy those other obliga- 
tions ¢ 


Mr. Kinny. Yes, sir. 
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Mr. Witson. Suppose it is in a period of depression and people do 
not have the money, they are practically bankrupt: we have had 
periods like that. 

Mr. Kinpy. Very true. 

Mr. Witson. How would they sell them? Who would buy them 

Mr. Kinny. We have been through those periods and have sold them 
and furnished the money that was necessary and I am sure we will do 
that if we find a period of that sort in the future. You may have to 
go into a different market. Our objective has been to sell as much as 
possible to nonbank investors. We may reach a point where it will be 
necessary to augment the money we can get from the nonbank investors 
through direct bank borrowing. But I think we need not question the 
ability of the Government to meet that sort of situation if it arises. 

Mr. Gary. Is not the answer that if we ever get to the point where 
the Government cannot meet its obligations and pay its bonds, then 
nothing else is going to be worth anything, either, so it will not make 
any difference what your money is invested in then ? 

(Discussion off the record.) 


CASHING IN BONDS 


Mr. Coyne. May I ask you to note this chart, which is a savings 
bond summary. You will note that cash-ins, $29,200,000 have been 
taken care of by postwar sales, reflected in the column to the left. 

I would like to say something about the cash-ins of these bonds. 
In my club and in a lot of places where I meet with fellows they men- 
tion bond cash-ins as if they gave off an odor, as if it were a great 
slander on the program—that is, merely because people are cashing 
in bonds. But the same contract that we were so proud of that 
permits a holder to extend his bond also permits him, and encourages 
him in the sales arguments that we make—and they are sound argu- 
ments that we have, such as: After 2 or 3 years or 4 years, if vou need 
the money, get it; if after 60 days you need the money, get it. This 
is liquid. 

Some of the great leaders of our country, such as Beardsley Ruml 
says that the liquidity of this bond puts it out of all question. He 
says they should be liquid, they should have that privilege. And it is 
a tremendously impressive sales argument, and I do not believe that it 
has been abused. 

(Discussion off the record. ) 

Mr. Coyne. You would be amazed at some of the reasons for cash- 
ins. During the war we conducted a survey and asked the question, 
Why do you cash bonds in? We were very much encouraged to find 
that a lot of these cash-ins went into other forms of savings, particu- 
larly in the purchase of homes. 

For instance, there was one gentleman in an eastern city who said 
this. He was asked why he would cash his bonds and he said he 
cashed his bonds after 60 days “to save my life.” We questioned him 
on that and he said: 

“Gentlemen. this is eff the record. Do not quote me. You will not write my 
name down?” 

“No.” 

“The fact is, gentlemen, I am married to two women. TI buys the bonds and 
I gives them to my first wife and after 60 days T sneak them away and cashes 
them and gives the money to my second wife. So you see the box Tamin. That 
is why I cashes bonds.” 
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We have not been following the history of that gentleman an 
it is my impression that it may have saved his life, but not for long. 


SAVINGS BONDS ARE GOOD SAVINGS 


There has been very impressive documentation of the fact that these 
bond cash-ins are nothing to apologize for. I confer very frequent!) 
with real-estate people selling homes and I ask them, “With refe: 
ence to your $10,000 or $12,000 units, where do the people get (ip 
the money?” And almost invariably the answer is, “Bonds.” 

I have talked to educators who counsel with boys going to colleve 
and I ask them, “Where do you find that the boys get the mone y?” 

Usually they get it from their parents and I ask them, “Have vou 
ever gone beyond that?” And some educators have told me that in 
an amazing number of cases the money is represented by a liquicda- 
tion of bonds at the time when the money is needed. 

So on these bond cash-ins, I do not think we should be apologeti 
I do not think we should treat it as a condemnation of the program, 
because it is just a description of the program and the execution of 
it and, in my judgment, a very sound one. 

Mr. Fernanpez. The argument for savings bonds is that they make 
good savings for a rainy day. But if the funds tied up in them 
cannot be available when it begins to pour on the family, they are not 
much good as savings bonds. 

Mr. Coyne. That is more important than many of us realize. 


SAVINGS-BOND PROPORTION OF PUBLIC DEBT 


This next chart, gentlemen, shows who owns the S57.700,000.000 
that are outstanding today. This top figure of $48,900,000,000 js 
owned by individuals. The banks own $1.8 billion of it, the insu: 
ance companies and savings banks own $1.5 billion, and all others 
own $5.5 billion. 

The individual portion is extraordinary and I think it is a great 
tribute to the sound thinking of American individuals in holding 
onto those bonds. 

This $57 billion in savings bonds represents some 22 percent of 
the publie debt. That is an increase percentagewise from 17 percent 
of the public debt of savings bonds outstanding at the end of the 
war. I would prefer that 50 percent of the public debt were in 
savings bonds, but I am extremely grateful that during the past 5 
or 6 years the Treasury has been ‘able percentagewise at least by 5 
percent to increase the savings-bond holdings of our debt. It he 
never been done before. 


BOND HOLDINGS BY INCOME GROUPS 


Now, this next chart shows the income groups who are holding 
bonds. TI like the top one particularly because it is the income group 
of under $1,000. Nineteen percent of the members of that group 
hold savings bonds. The figures we used indicated that before World 
War II people with incomes of $1,200 a year had an absolutely nega- 
tive record of savings, and when they needed money they lived on 
their families or lived on borrowed money or lived on God knows 
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what. But the fact that an impressive percentage of that group have 
moved in as savers I think is a tribute. 

You will notice that 31 percent of the $1,000 to $3,000 and 47 per- 
cent of the $3,000 to $4,900—those two columns are extremely impor- 
tant, because in those areas we will get inflationary spending that we 
have got to combat. 

On the $5,000 and over, 66 percent own bonds, and understand- 
ably so. 

Mr. Canrieip. While you are touching on those particular income 
groups in which we find so many wage earners of our country let me 
hark back to your program for the farmer. The farmer is asked to 
invest in bonds each year, under your plan, an amount equivalent to 
the entire allowable deduction for depreciation on this mechanized 
farm equipment. That amounts to an average of about 10 percent 
of the original cost. 

So that when a machine is 10 years old he would have Defense bond 
reserves amounting to the gross price of the machine. 

The wage earner, then, in a sense, is a little at a disadvantage. He 
is given no allowance for any depreciation. 

Mr. Coyne. There is no depletion reserve there. His muscles were 
used, but we have not been able to hit upon a formula to let him take 
anything for that. 

Mr. Canrievp. For instance, it may be necessary for him to use an 
automobile. 

Mr. Coyne. If it were part of his business that would be an allow- 
able deduction, but more often we cannot prove that it is necessary 
to our business, although it is necessary to our existence. 

(Discussion off the record. ) 

Mr. Canrietp. Will you agree with me that the wage earner appears 
to be at some disadvantage ? 

Mr. Coyne. I would rather not get into that controversy. 

Mr. Canrietp. Nevertheless, it is a fact. 

Mr. Coyne. That isa matter of my own opinion. 

(Statement off the record. ) 


SMALL-DENOMINATION BONDS 


Mr. Coyne. This is an interesting chart that shows that while last 
year, in 1951, sales were off 13 percent, the small-denomination bonds, 
$25 and $50 bonds, were appreciably up and that indicates that we are 
getting a wider penetration into the classes where savings are most 
needed. We are losing some sophisticated investors who used to buy 
in terms of $200 and $500 and $1,000 bonds. 

This right-hand column indicates that we have sold more pieces than 
during the last 5 years, in 1951, so that at least volumewise, if not 
dollarwise, the operation was progressing. 

(Discussion off the record.) 

Mr. Winson. Dividends from bonds are taxed as income and not as 
a capital gain on the sale of capital assets, the bonds representing a 
long-term gain. 

Mr. Coyne. They are taxed as income; yes. 

Mr. Wirson. It would be a great inducement if they were taxed as 
capital assets. 
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Mr. Coyne. From a sales point-of-view it would be, but whether or 
not it would be wise from the standpoint of financial policy I do noi 
know. There have been a lot of suggestions, and that suggestion has 
been made. Of course, the tax-exemption suggestion has been mace 
and you get almost as many suggestions as you get people interested 
in the program. But I do not know whether the Treasury could see 
its way clear to do that. 

Mr. Wuson. If you put $7,500 into a home and sell it 10 years later 
for $10,000, you have a long-term gain of $2,500. In the case of bonds 
you would have to show that $2,500 as income and when you come to 
pay taxes that makes a lot of difference. 


SUMMARY OF E BONDS SALES 


Mr. Gary. Is this chart entitled “Series IE” unit sales by denomina- 
tions, based on numbers or dollars 

Mr. Coyne. This is based on numbers of pieces. 

This is, to me, an impressive chart in that it indicates the amount 
outstanding in E bonds from 1941 through 1951, so that with all cash- 
ins and with all ups and downs of bond sales, vou can see that in the 
year 1951 the E bond holdings—that means sales plus accrued inter- 
est—were at an all-time high of $34.700,000,000. 1 consider that very 
impressive. 

This chart |indicating| refers to the cost of sales promotion, and 
you will note from these various bars that during the next year it 
is expected to be one-twelfth of 1 percent, which is a better figure than 
in the previous year and compares favorably to all of the years there 
except one. One-twelfth of 1 percent as the cost of sales shanmibiae is 
extraordinarily low. It is not duplicated in any other type of sales 
activity as far as I know. 


FREE PUBLICTTY AND ADVERTISING 


In connection with costs, we probably should tell you something 
about methods, because most of the values that go into this program 
are borrowed values in that we are using volunteers whom we do not 
pay. We are using advertising and other publicity media to the tune 
of $69 million of value a vear, and we do not pay for that. 

That expenditure in those media, gentlemen, is diverted expense. 
It does not mean that the Treasury is paying for it taxwise while we 
are not paving for it dollarwise, because most of these advertisers seek 
out copy lines and if they were not advertising bonds they would try 
to hit on something else that was constructive. So the Treasury is 
not losing in that $60 million, in taxes as a deduction. 

In the field the 500-odd employees are employed in accordance with 
the sales potential. The biggest State, for instance, has a total of 50; 
that is New York. That ranges down to the smallest State where we 
have 2 employees. That is true in a number of instances. 

We have declined to close offices in small States like Nevada despite 
the very short potential and very small population, because we felt 
we would be sacrificing something if we made the geogr aphie unit 
unimportant. 

Our experience in World War T was that it was hard to mobilize 
people and arouse their pride in the Seventh Reserve District, but 





you could arouse their pride in Nevada or Virginia. So we felt it 
was valuable, if some of the philosophies of this program were to be 
executed; therefore we have the minimum of 2 people in each of the 
smaller States. 

Generally speaking, the employee deployment is weighted. I have 
had adequate experience in witnessing the New York operation, where 
we operate with 50 employees and I can assure you gentlemen by any 
business standards that I have been able to devise that there is no 
deadwood in that office. 

Recently and as a result of the failure of a supplemental appropria- 
tion, some 22 employees had to be eliminated. IT have the word of the 
State director and I have my own conviction that if tomorrow we 
were permitted to reemploy any people, or if it were thought wise, 
those same people, who had been extremely carefully selected, with 
no question of polities or any other consideration except business, 
would be reemploved. And I think vou will find that is true in most 
of the States. 


VOLUNTEER EMPLOYMENT 


Mr. Canrievp. Great emphasis is placed on the volunteer worker 
in this program. It is my understanding, Mr. Coyne, that both you 
and Dr. Clark are ina sense volunteer workers / 

Mr. Coyne. That is correct. 

Mr. Canrietp. Obviously men like yourselves cannot be indulging 
in this work without incurring some expense. What is the picture 
regarding your recompense? It has never been very clear to me so 
far as volunteer workers are concerned such as yourself. In passing, 
let me say this: You are making a very fine statement. But I want 
to be clear on the recompense that you and Dr. Clark and others in 
your category receive. 

Mr. Coyne. Our greatest investment in this program is time. Usu- 
ally volunteers are self-employed in which case our own business 
organizations take care of our expenses or, as In my case, where I repre- 
sent a large organization, any cost for my compensation comes from 
them. If Mr. Clark asks me to make a trip to Sun Valley, Idaho, to 
make a speech—I wish he would—then I would expect the Treasury to 
pay my transportation there and back. 

Mr. Canrietp. With a per diem allowance / 

Mr. Coyne. No per diem allowance. I think there is a per diem 
allowance provided for if it is taken advantage of but there again the 
average volunteer sticks his firm for that. 

Some of us have found that if we work hard on 6 days of the week, 
we can find 1 day for the Treasury. The expense incurred by volun- 
teers has been very trifling. We have had occasion where we wanted 
to assemble a group in Washington of 12 advisers for 2 or 3 days. 
Although many of them do not claim expenses, we offer them their 
transportation to Washington and back and $10 for hotel rooms and 
meals. But in many instances that was not claimed. But we felt we 
were fair in making some type of token offer. 

Mr. CAnFrevp. Iam glad that that is in the record. Dr. Clark, you 
are a volunteer worker and have been ever since you have been in this 
program. What is the picture in your case ? 
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Mr. Ciark. May I speak off the record ? 

(Statement off the record.) 

Mr. Coyne. Mr. Clark came to Washington at my urging in 1946 
when he thought he could devote 1 year to this job. It is now 6 years 
that has passed and he has become so enthusiastic that he has neve: 
reached the point where he is willing to leave it. I wish, gentlemen, 
there were more of us who could afford or who would be disposed to 
do likewise. 

Gentlemen, I have just about come to the end of my presentation an 
I would like to invite any questions that you may have. I certain!) 
hope that you can see your way clear to share my enthusiasm for this 
whole activity; and I thank you. 

Mr. Gary. Mr. Coyne, that is a very graphic and able presentation 
of the program. 

What effect has the limitation of advertising had on sales in 1952/ 

Mr. Ciark. We are not conscious of any limitation. Are vou speak- 
ing of the recent law? 

‘Mr. Gary. Yes. 

Mr. CLark. We were already conforming to that. 

Mr. Gary. So it did not change your policy y at all? 

Mr. Ciark. None whatever. 


SALES BY FISCAL YEARS 


Mr. Gary. On page 79 of the justifications you have a table showing 
the sales by fiscal years. We will insert that table at this point in the 
record. 

(The matter referred to follows:) 


Sales by fiscal years 


{At issue price in thousands of dollars] 














Fiseal year | Series E Series F Series G bn ao 

1941-45 1 | $35,373,752 | $2,740,886 | $10,720,038 | $48, 834, 675 
1946 | 6,738, 877 407, 295 2, 465, 436 9, 611, 608 
1947 | 4, 287, 339 359, 665 2, 560, 752 7, 207, 757 
1948 4, 026, 051 301, 185 1, 907, 440 6, 234, 676 
1949 | 4,278, 470 472, 570 2, 389, 951 27, 140, 991 
1950 | 3, 992, 871 231, 327 1, 448, 530 | 5, 672, 727 
1951 | 3,272, 109 347, 497 1, 523, 296 | 35, 142, 902 
Total = | 61, 969, 469 | 4, 860, 425 5 | “23, O15 448 | 89, 845,: 336 





! Sales of series E, F, and G bonds commenced May 1, 1941. 

2 Savings bonds sales during fiscal year 1949 included $1,126,000,000 series F and G bonds sold during the 
“Special offering’’ to certain institutional investors (July 1-15, 1948), when the $100,000 annual limit on these 
series was raised to $1,000,000 for certain classes of investors. 

’ Savings bonds sales during the fiscal year 1951 included $929,550,000 series F and G bonds sold during the 
“Special offering” to certain institutional investors, as follows: $621,457,000, Oct. 2-10, 1950; $131,252,000, 
Nov. 1-10, 1950; and $176,841,000, Dee. 1-11, 1950. 


TIME CONTRIBUTED BY VOLUNTEER WORKERS 


Mr. Gary. Have you any estimate at all as to the number of man- 
hours contributed by volunteer workers? 

Mr. Crark. No; we have not. It would be almost impossible. I 
suppose we could get one; perhaps Mr. Coyne would care to make : 
statement on that ? 
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Mr. Coyne. It would be most difficult. Among our volunteer work- 
ers are school teachers, and it is very hard to get a basis for the amount 
of time that school teachers and other groups contribute. It is almost 
impossible to tabulate. 

Mr. Kinsy. It would be an astronomical figure. 

Mr. Coyne. It would be almost beyond estimate, yes. We do feel 
that we have tabulated to a fair degree that about 300,000 persons reg- 
ularly devote a portion of their time. We have been able, we think, to 
put our finger on that number. My personal guess is that I could mul- 
tiply that by 10,if we could get into the realm of school teachers, if we 
could get into the realm of members of community clubs, all of whom 
devote a portion of their time. 


EXPANSION IN BOND SALES 


Mr. Gary. As I understand, your program calls for a tremendous 
expansion in your goals, and at the same time you are asking for less 
money than you did last year to accomplish them; is that correct / 

Mr. Coyne. That is true. But that is not a contradiction, because 
I am convinced that the climate in which we move is going to be far 
more conducive to bond sales. With more than 3 million kids in the 
Army interrupting their careers, the families of those youngsters are 
acutely conscious of the fact that there is a war on. You may call it 
contained warfare or a police action, but for those 3 million kids it 
comes awfully close to being total war. We think there is a growing 
awareness of the fact that we are in a national emergency. We think 
people will feel apologetic if they do not bear some little load of it 
themselves even on a patriotic basis. 

We think the industries who are benefiting the largest from this 
emergency can in good conscience do nothing but go along at the in- 
stance of their own leaders. 


NONDEFENSE SPENDING 


And I would like to make just one comment Seopa named that 


this'program, if you could tabulate it, would be found to have a com- 
plete absence of politics. I do not know what the politics of these 
people are, but I would bet you that there are more Republicans 
working in it than there are Democrats; and at the lower level I 
would bet there are more Democrats than there are Republicans. 

Mr. Fernanprz. There are more of them at the lower level. 

Mr. Coyne. I did not mean that at all. But I mean that the busi- 
nessman who has the time to be a State chairman—you see, I am a 
Democrat; so I can speak as I like, but I would guess we have more 
Republicans. 

(Discussion off the record.) 

Mr. Coyne. There have been many healthy things in this program, 
and I would like to mention one, for instance. I have come down here 
with groups of 20 or 25 people and sat around the table with the 
Secretary of the Treasury. I do not suppose in this world there is 
a Cabinet member who got more heckling—critical, constructive, 
searching—but it seemed to me that that composite group, meeting 
in a friendly atmosphere, is something that should be extended and 











346 


multiplied. Here we had John Snyder on the. spot and we said, 
“Why don’t you do this; why don’t you do that ¢” 

Each of those men went back to his community with the idea that 
at least we have one Cabinet member who will meet questions. One 
of the things that I thought was pretty good was this: They asked 
him, “Why don’t you cut down on this nondefense spending?” And 
Mr. Snyder would say, “I would like to. You fellows help me do it. 
You know the Senator from New York. You know the Congress- 
man from Virginia. Ask them to join with me in reducing non- 
defense spending.” 

The fact that this group found at least one governmental activity 
that it would not have to apologize for in its community—whether 
they were Republicans or Democrats—in face of the present cynicism, 
I thought was most constructive, and it was thrilling to me. 

Mr. Canrietp. Mr. Chairman, I would like to make a brief obserya- 
tion right at this point. First, I want to say, Mr. Coyne, that you 
have made a very forthright statement, and I salute you for it. In- 
cidentally, this presentation for the Savings Bond Division today has 
been the best in many years, largely because of your participation in it. 

You have touched on some situations which I think have to be over 
come in your program to sell more bonds, and one is the fact that we 
do not call this struggle in Korea a total war. Mr. Clark dwelt 
briefly on that last year. 

The other is a growing cynicism accompanied unfortunately by 
lack of confidence in Government that is extremely bad at this time. 
So many people think that all men in public life are dishonest. I 
know that vou are mindful of those things. 


MCKENZIE SURVEY 


Mr. Gary. Mr. Clark, have you not had some kind of survey made 
in the Department recently ? 

Mr. Cruark. Yes. It has not been completed as yet. At least we 
have not received our report. Last summer we employed a concern 
to carry on a survey and asked for recommended action because | 
had not been content with the operation. I felt that we had the 
skilled help to do things but that we should receive some outside 
advice. I thought perhaps I might be a little bit biased, had some 
personal feeling that might creep in. 

So, we emploved McKenzie & Co., and they reported back orally. 
It was evident that action should be taken, because it was action in 
which I believed. Before they even started the survey I thought most 
of the proposals they later recommended were necessary. We en 
gaged them at the same time to assist us in putting their recommenda 
tions promptly into action, and they are in the midst of that now. 

Mr. Corson of that company is resident here, and IT think, if you 
would like to have him appear before you, he would be very glad 
to do it and give yon an explanation of their findings. 


ORGANIZATION 


Mr. Gary. Can you tell us just what they are doing? 
Mr. Crark. As a businessman, I had used this company several 
times, and IT had great faith in it. 





One thing, we are streamlining our organization here and con- 
solidating groups so that there will be fewer heads of divisions and 
there will be subheads. I think we can get more effective work at 
the national level and in turn at the State level. For one thing, for 
instance, the States had been inclined to specialize a great deal; 
that is, have one man for payroll savings and one man for schools, 
one for the farms, one for community activities, and so forth. It 
was a very difficult thing to gage their efficiency or the worth of those 
particular people. We are having a meeting shortly with the State 
directors here in Washington. We are giving each one of those dep- 
uties a region in his particular State and holding him accountable 
for all activities, which will permit us to gage the value of that man 
and whether he should be promoted, or used some place else rather 
than having him go around hit or miss. We think it will save con- 
siderable money, because there will be less overlapping and less travel. 
That is one of the main things that we are taking up at the meeting 
1 mentioned. 

There are other places where we hope we will be able to save money. 

Mr. Gary. ‘This survey is an organization survey / 

Mr. Crark. Yes: primarily. 


PROGRAMS 


Mr. Gary. Are they going into the types of programs ¢ 

Mr. Ciarx. No, That is up to us. For instance. when you have 
an organization in each State—well, I will not say that they would 
run themselves, but during the war each State had an autonomy that 
was pretty tight. Our organization, you see, has almost been a labo- 
ratory. We now think that we know what should be done. There 
are a few of the mechanics that we are working on. 

In the field next month we will start that farm plan, and at the 
same time the bond-a-month plan will be tried out in one county and 
then we will spread it. You cannot do it all overnight. We think 
we are on the right track now as the result of 6 years of experience. 

Again, as to the county organization, they are all volunteers. We 
have to go in and organize them. That means that each town will 
have an organization and the townships will have an organization and 
we will] get down to school districts. 


ADVERTISING MEDIA 


Mr. Gary. I had in mind the types of program that you are putting 
out, the kind of advertising, the script for your radio shows, most of 
which I realize are put on by private enterprise without cost. But you 
do prepare the scripts; do you not / 

Mr. Cuark. Yes. Or our agencies do. 

Mr. Gary. What agencies? 

Mr. Cuark. | have a list of them here. 

Mr. Gary. You mean the agencies you employ ¢ 

Mr. Crark. No. The Advertising Council makes assignments. 
These are volunteers. We have had Young & Rubican. Two years 
ago the Advertising Council assigned Foote, Cone & Belding of Chi- 
cago, and they prepare all of our magazine advertising and all of our 
newspaper advertising. 
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Mr. Coyne. We pay nothing for talent. 
Mr. Ciark. That is correct; we pay nothing for talent. 
Mr. Gary. You do not pay anything for talent; I understand thai. 
But you do have various agencies that advise you in the preparatio) 
of scripts? 
Mr. Cuark. Yes. They prepare all the ads. 
Mr. Gary. They are specialists in that field 4 
Mr. Cuark. And top-level, too. Would you like the names of those 
people ¢ 
Mr. Gary. I think it would be well to put the names in the record, 
Mr. Crark. ‘They are the following: 
(The matter referred to follows :) 
Foote, Cone & Belding (general magazines and daily and weekly newspapers), 
155 East Superior Street, Chicago 11, Ill. 
Albert Frank-Guenther Law (financial), 131 Cedar Street, New York 6, N. Y. 
Schwab & Beatty, Inc. (general direct mail), 488 Madison Avenue, New York 22 
Bite 
Schwimmer & Scott, Inc. (local radio commercials), 75 East Wacker Drive, 
Chicago, Il. 
J. Walter Thompson Co. (farm journals, farm newspapers, and direct mail), 426 
Lexington Avenue, New York 17, N. Y. 
G. M. Basford Co, (business publications advertising and television commercials), 
60 East Forty-second Street, New York 17, N. Y. 
Campbell-Ewald Co., Inc. (outdoor, Car cards, and retail posters), 1 East Fift) 
seventh Street, New York 22, N. Y. 
Dancer-Fitzgerald-Sample, Inc. (network radio commercials), 347 Madiso: 
Avenue, New York 17, N. Y. 
Mr. Canrievp. Mr. Clark, I hope during the new year there will be 
a little zip put in the program, maybe some new ideas. I know you 
are trying very hard to make progress under this program. LI stil! 
think, however, that a better job can be done and I am sure you aim to 
do that. 
Mr. Crark. That is the whole purpose of our new set-up. We 
want to do it. 
Mr. Canrieitp. Mr. Sieminski has a comment he wishes to make. 


USE OF VOICE OF AMERICA 


Mr. Sirminskr. I am very much impressed by your attempt to sell 
farmers bonds in connection with future machinery requirements. 
If you think it a good idea, would you mind writing to Mr. Barrett 
of the Voice of America and give him that suggestion, for use abroad, 
directed at Communist areas in Italy, from Leghorn up to Genoa, 
to the Adriatic, and in other Communist-threatened countries. Con 
munists have made inroads in land reform pleas. The truth is, how- 
ever, when a poor fellow get land, he find that he not only is a farmer, 
but must become a mechanic of sorts, and he also becomes a buyer oi 
equipment, and an administrator with tax problems, and so ‘forth, 
without funds. His disillusion mounts greatly, and finally produc- 
tion lags. The Reds are pulling a confidence game in this land-reform: 
idea. 

This observation has not yet, to my knowledge, been made over the 
Voice of America, and if you could get it behind the iron curtain as 
well—the way you do things in the United States, where people not 
only have land but are ready and able to take care of it—it might be 
a good slant in helping to break the Red Bear hug. 

Mr. Ciarkx. We will be very glad to do that. 
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TRAVEL 


Mr. Canrieip. Mr, Clark, I note in your estimates that for every 
s10 you pay out in salaries this coming fiscal year you pay $1 for travel 
expenses—about $400,000. Will you dwell on why you feel that 
amount is necessary ? 

Mr. Ciark. I do not know the breakdown, but there is a small 
portion of that for volunteers as Mr. Coyne explained. We try to 
keep our travel at a minimum. In our new set-up under our sales 
director we will have four regional men who will travel out of Wash- 
ington just as observers and liaison men between our office and the field 
and from the field back to the office. 

Mr. Canrietp. What percentage would you say went to volunteers / 

Mr. Ciarx. We would have to look that up. 

Mr. Coyne. It would be quite trifling, although I do not know. If 
these boys do their work, the relationship of 10 to 1 is not too bad— 
that is, When you consider that there are so few employees in Maine 
and Virginia. There is a great deal of travel to do and I should not 
think that that proportion was out of line. 


EXPENSES OF VOLUNTEERS 


Mr. Gary. When you provide volunteer spe: akers or other talent— 
although you do not pay the talent—wherever it is necessary, you do 
pay their expenses, do you not ? 

Mr. Cuark. In some cases, but the amount would be trifling. You 
tuke our deputies in the various States—they must keep their contacts. 
When you go into a town or a county seat—I will take the State of 
lowa for illustration because I have worked it so hard—you have got 
to keep hitting your counties pretty consistently and you have got to 
call on the banker when you go into the town, or, if there is a radio 
station or a newspaper, you call on them and you call on the county 
farm leaders. You call on the schools. 

Mr. Gary. You do not employ but one or two persons in the State 
of Virginia, and they have to handle the whole State from one end to 
the other. They have to do considerable traveling to organize these 
volunteer programs. 

Mr. Coyne. Exactly. 

Mr. Gary. And also to organize the sales programs and the bond 
sales clubs. They have to travel to supervise the volunteer activities 
wud have to be on the road most of the time. 

Mr. Cuark. The more he is in his office the less effective he is. 

Mr. Frernanpez. By the very nature of the work this agency of 
necessity is a traveling agency. 

Mr. Ciark. These are people who must go into every corner of the 
area. 

Mr. Fernanprz. In this program you first have to educate the peo- 
ple to the program and then create the desire. In addition to that, 
you have to do another job. When you have created the desire, par- 
ticularly among the nonbusiness groups, such as wage earners and, in 
a sense, professional men, such as doctors and lawyers—when you have 
created the desire and the willingness to buy you have still got to get 
them to act; is not that true ? 

Mr. Ciark. Yes. 
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Mr. Fernanpez. A good many of the sales are lost because, although 
they have the willingness and the desire, they just do not get around 
to it. 

Mr. Ciark. You have not sold them completely. That is what our 
survey showed. You have sold them perhaps through radio and other 
advertising, but they do not act. If you just canvass them—many 
times they are payroll savings accounts. 


SERIES G BONDS NEGLECTED 


Mr, James. I have always felt that a potential market has been 
neglected in the bond-selling efforts and that is the field where the 
G-bond might be attractive. I am going to refer to a paragraph in 
your opening statement. 

We should like to see more Americans protecting their future and the fiscal 
well-being of their Government by purchasing defense bonds, and we want to 
encourage people who own maturing E bonds to hold their bonds for another 
10 years. 

I have in mind a supplemental sales program : If a person holds these 
E bonds for 10 vears he is going to get his money back with the addition 
of 10 years’ interest. There is a wide-open opportunity to sell 
G bonds on the basis that after they have gotten $1,000 for $750, then 
they can get income regularly, annually, at the same time keeping their 
principal represented in the original purchase as well as the earned 
interest, intact. In other words, there is an income possibility here 
which could be described attractively in many ways through adver: 
tising. 

There is one thing certain, to me at least, and that is that when 
people who never thought of buying securities of any kind have been 
induced to buy these E bonds, and held them to maturity they begin 
to be conscious of a new position that they occupy in the financial world. 

Mr. Coyne. It is the principle of the have’s and have-not’s. 

Mr. James. That is right. They like it. There is a sense of satis- 
faction in having something that they never thought that they ever 
would have. That feeling grows on them. I think that is the reason 
why your records show that more people are holding these E bonds 
for maturity. There is something psychological about it. 

It seems to me that there is something equally valuable from the 
psychological standpoint for a person who, after 10 years, begins to 
get a check every 6 months from the Government on a G bond invest- 
ment—vou see what I mean ¢ 

Mr. Coyne. Yes, sir. 

Mr. James. He has his invested capital tied up for 12 vears, but he 
can relate that to a personal program for retirement, getting regular 
income in the meantime every 6 months. 

There are many attractive features about the G bonds and it is 
amazing to me that some sales program has not been set up that might 
ina way parallel the E bond sales campaigns. 

Mr. Coyne. With the announcement of these maturing options we 
have tried to emphasize that they could elect to take a G bond at that 
time. Whether or not we have given it as much emphasis as is desir- 
able, T do not know. 

Mr. James. That is the point. In my opinion it has not had suffi- 
cient emphasis. I have the impression that the people, responsible for 
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the whole sales program have soft-pedaled the G bonds. There is an 
insurance feature too in the G bond. To begin with you get a rate, 
2.5 percent after the first 6 months, on the investment. It is true, of 
course, that if you want to turn it in after a year or two, there is a 
deduction from the principal amount which is compensated for by 
the uniform 2.5 percent interest. I understand that. But there is this 
insurance feature, that if the estate of a person who dies wishes to, 
after 6 months’ notification, it can get the full principal amount re- 
turned, the face value of the bond, in spite of the fact that they have 
had a regular income. 

Mr. Coyne. Might Task Mr. Kilby to say something on that / 

Mr. Kinsy. Mr. James, in connection with the plan to provide the 
automatic extension of the series E bonds during the additional 10-year 
period, the Treasury also provided a device under which matured E 
bonds could be exchanged for series G bonds in multiples of $500, An 
individual who owns series EK bonds which will mature consecutively 
over a period of up to 12 months, can accumulate those in multiples of 
$500 and exchange them for a G bond which will immediately put 
him in the position of receiving semiannual interest. 

In doing that, he has this advantage over the conventional G-bond 
holder. The G bond which is issued in exchange for the maturing 
E bonds, is always redeemable at par at any time, so that it has an 
advantage over the conventional G bond which is redeemable at par 
only in case of death. The G bond which is issued on this exchange in 
the hands of anyone is redeemable at par at any time. 

I think I might mention one pomt which would be considered a 
disadvantage by some and that is the fact that when the E bonds ere 
exchanged for G’s, the increment which has been earned on the E bonds 
becomes returnable as income at that point. That is an extra 
attraction, that exchange. 

Mr. James. Of course, it is an added attraction. There are many 
possible lines you can develop in the E bond sales programs. 

Mr. Coyne. Yes; I have been very much interested in your com- 
ments concerning the change, the psychological change that has taken 
place when someone purchases a $5,000 bond; the maturity date is the 
point of impact, which we can capitalize on that change, and it has 
psychological value. 

Mr. Fernanpez. I think vou have made a very excellent presenta- 
tion, Dr. Clark, Mr. Coyne, and gentlemen. 
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Monpay, JANUARY 21, 1952. 
BUREAU OF THE PUBLIC DEBT 


WITNESSES 


E. L. KILBY, COMMISSIONER 

R. A. HEFFELFINGER, DEPUTY COMMISSIONER 

H. B. COLE, BUDGET OFFICER 

W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


ADMINISTERING THE Pusiic Desr 


Amounts available ‘ei obligation 


1951 actual | 1952 estimate | 1953 estimat, 


Appropriation or estimate : babadecicns $50, 250,000 | $50, 500, 000 $55, 300, 000) 
Proposed supplemental due to pay increases _ _ ss heaplarecnhot ed 520, 000 |.-.- 
Reimbursements from other accounts. ______- : 4, 095 | 
Total available for obligation. ________- | 50,254,095 | 51, 020, 000 | 55, 300, 000 
Unobligated balance, estimated savings___.....----- ‘ | NRO 1S 58 cece ated 
Obligations incurred___._._--- bested ddan oceekt 2€* 49, 994, 268 51, 020, 000 | 55, 300, 000 


Obligations by activities 














Description ; 1951 actual | 1952estimate |1953 estimat 
alle nceitictnanseiatncti | |__| 
1. Issuance, servicing, and retirement of savings bonds | $36,405,690 | $36, 349, 781 $41, 148, 77 
2. Issuance, servicing, and retirement of other Treasury securi- | 
0 RE RS RES Re ae € | 6, 157, 300 | 6, 706, 224 6, 407, 506 
3. Verification and destruction of unfit United States curre ney | 700, 396 | 711, 574 716, 640 
4. Maintenance and audit of public debt accounts_- 944, 420 973, 280 973, 280) 
5. Promotion of the sale of savings bonds ’ 5, 275, 000 | 5, 669, 420 5, 476, 939 
6. Executive direction __ - ~<a arabes | 511. 462 | 609, 721 576, 812 
Obligations incurred --................ spelcaks tine tt | 49,994,268 | 51,020,000 | 55, 300, 000 
Obligations by objects 
Object classification 1951 actual | 1952estimate | 1953 estimat 
RUREAU OF THE PURLIC DERT 
Total number of permanent positions pes Fe as : 5, 702 5, 362 | 5.5 
Full-time equivalent of all other positions : Sd 61 35 | 
Average number of all employees_ -. -- Bae Fd Z a | 5, O80 4, 887 5.119 
Average salaries and grades: 
General schedule grades: 
Average salary_........--.--- Soke $3, 419 $3,813 | $3, 768 
Average grade_-___-- : nee R | GS-4.0 GS-4.0 | GS-4 
Crafts, protective, and custodial grades: | 
Average salary _. 2 ete ton ; $2, 692 | $2, 998 | $2, a 
Average areas... ....-..........«- 3 is CPC-3.3 CPC-3.3 CPC 
01 Personal services: | 
Permanent positions : : | $16,814,111 $18, 372,538 | $29, 374. 518 
Part time and tempurary positions , ; 175, 779 143, 007 | 28, 72 
Regular pay in excess of 52-week base ; é cee 69, 251 | 73, O50 
Payment above basic rates j 157, 173 4, 989 3,91 
Payments to other agencies for reimbursable details 281 |_- . } 
Total personal services___.---.---- andi See ae 17, 147,344 | 18, 589, 785 19, 480, 454 
02 Travel _.-- Pe ca aad 378, 740 42s, 710 420, 9 
03 T ransport: ation of things___. : 43. 165, 26 
04 Communication services___- . 165, 665 163, 4 





712, 182 


05 Rents and utility services ___- ; 1, 070, 487 








Obligations by ore tanta 





Object classification 1951 actual 





BUREAU OF THE PUBLIC DEBT—continued 


Printing and reproduction: 

Engraving and printing 

Other ____.- 
Other contractual services 

Services performed by other agencies 

Supplies and materials _..__.- 
Equipment. -__- 
Refunds, awards, and indemnities 
Taxes and assessments 


$2, 007, 501 
1, 116, 503 
452, 015 


499, 285 
197, 216 
1,4 530 
7, 601 


Obligations incurred 


ALLOCATION TO THE POST OFFICE DEPARTMENT 
Total number of permanent positions 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade___ 
Crafts, protective, and custodial grades: 
Average salary __ 
Average grade 


$2, 705 
oF C-3. 0 
Personal services: 
Permanent positions. __-- 
Regular pay in excess of 52-week base - 
-ayment above basic rates 


$142, 3 


Total personal services__- 142, 394 
Travel 

Communication services . 
Rents and utility services. ____- 
Printing and reproduction __- 
Other contractual services 
Supplies and materials 
Equipment.____- 

Taxes and assessments... 


161 
"17, 781 
3, 572, 499 


Obligations incurred 
SUMMARY 


Total number of permanent positions. _____-- 
Full-time equivalent of all other positions 
Average number of all employees. ___-- 
Average salaries and grades: 
General schedule grades: 
Average salary 


$3, 417 


Average grade. ........--- itiattes _.| GS+.0 | 


Crafts, protective, and custodial Brades: 
Average salary .- 
Average grade. 


$2, 693 
CPC-3.3 


Personal services: 
Permanent positions... 
Part-time and temporary positions : 
Regular pay in excess of 52-week base 
-ayment above basic rates ___._- 
Payments to other agencies for re imbursable details 


$16, 956, 477 


Total personal services__- 

Travel 

Transports ition of things... 

Communication services 

Rents and utility services 

Printing and reproduction: 
Engraving and printing._..._--- 
Other _.- ; 

Other contractual services 
Services performed by other agenc ies 

Supplies and materials. _.._----_--- 

Equipment : 

Refunds, awards, and indemnities 

Taxes and assessments __---- 


378, 740 


2, 007, 501 
1, 134, 284 
4,024, 514 
23, 064, 643 
499, 499 
198, 165 

, 530 


Obligations incurred _-__- 49, 994, 268 





17, 289, 738 | 
153, 738 | 
163, 826 | 

1, 070, 487 | 


7, 603 | 


23, 064, 643 | 


46, 260, 268 


| 


66 | 


1952 estimate | 1953 estimate 


$2, 301, 734 | 
739, 899 | 
417, 474 

22, 754, 640 
489, 050 | 
118, 140 


$2, 753, 361 
789, 574 
409, 644 
25, 392, 802 
548, 677 
47, 859 


27, 098 27, 862 


46, 940, 000 | 


50, 912, 000 


$3, 655 | 
GS-4.1 


$8, 731 
GS-4.1 

$3, 012 
CPC-3.0 


$3, 032 
CPC-3.0 


$220, 605 | 
765 | 


$222, 768 
812 


28 |. 





221, 370 
150 
350 
100 
14, 000 
3, 839, 000 | 
2, 500 
2, 000 
530 | 


223, 580 
150 

350 

100 

14, 000 

4, 145, 000 
2, 500 

2, 000 

320 


4, 080, 00 | 4, 388, 000 


Gs Gs-4.0 
$2, 96 $2, 987 
CPC-3:: CPC 


$18, $19, 597, 286 
28, 972 
73, 871 

3,910 


593, 


19, 704, 039 
421, 061 
165, 266 
163, 753 
712, 282 


», 615 

1,73 2, 753, 361 

753, 899 | 

4, 256, 474 | 
22, 754, 40 
491, 540 

120, 140 | w 859 


27,628 | 28, 182 
51, 020, 000 | 55, 300, 000 
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Analysis of expenditures 


1951 actual 


7, 752, 429 
101, 609 


Unliquidated obligations, start of year 
Adjustment in.obligatiens-of prior-vears 
Obligations incurred during the year 


| 
195 


49, 994, 268 | 


Deduct: 
Reimbursable obligations _.__- 
Unliquidated obligations, end of ye Briss 7, 420, 369 
Obligated balance carried to certified ck tims account 

ORT ONUIO oo. ogi i oe icmcen cnn 

Expenditures are distributed as follows: 

Out of current autherizations __ wee 
Out of prior authorizations Los 
Out of anticipated 1952.supplement: al for pay increases _. 


42, 674, 324 
7, 740,011 


Mr. Gary. The committee — come to Onder 


today the request from the Bureau of the Public Debt. 


Co ee Re RE Sia ee = Sp Oe ede ee ee To 57, 848, 306 
4, 095 | 
9, 507 | 


| 50, 414, 335 S 


| 

52 estimate | 1958 estin 
Lee: (Te 

7,420, 368 at $7 


"7, 460, 369 | 





50, 980, 000 | 54,540. 00 


! 
43,370,000} 47, 172. 14 
7, 130, 000 | 7, 128, (4K 
480, 000 | 40), (0K 


We will take up 


In this con- 


nection we will insert at this point in the record page 62 of the justifica- 
tions, from which it appears that the appropriation for 1952 was 
$50,500,000 and the request for 1953 is $55,300,000, an increase of 


$4,800,000. 


The figure for 1952 does not include an anticipated supplemental of 


$520,000 for authorized pay increases. 
(The matter referred to follows: ) 


Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act 
Supplemental appropriation for 1952 
Total appropriation, 1952 
Reductions: 
Issuance, servicing, and retirement of savings 
bonds ; ; 
2. Issuance, servicing, land 
Treasury securities 
3. Verification and destruction of 
States currency 
$1. Maintenance and 
counts 
5. Promotion of the sale of savings bonds 
6. Executive direction 


retirement of other 


unfit United 


audit of public debt ae- 


1, 
Additions: 
1. Issuance, servicing, and retirement of savings 
bonds bi 


2. Issuance, servicing, and retirement of other 
Treasury securities 

3. Verification and destruction of 
States currency 

4. Maintenance and 
counts 

5. Promotion of the sale of savings bonds 


6. Executive direction 


unfit United 


audit of public debt ac- 


S414, 


S 


1 


$50, 000, 000 
500, 009 


150, 500, O00 
101 
2, 902 
8, 819 
9, 529 
433 
“32. {S84 
3, 268 


2, 741 
4,117 
2, 389 


9, 161 


340, 064 


6, 528 


+ 2, 265, 000 


Adjustment in base (net) 
Appropriation base for 1953 
Increase Over appropriation base for 1953 
Appropriation estimate for 1953 
Increase or decrease from total appropriation, 1952 





21, 
al, (a2 
3, 568, 268 
55, 300, 000 


“+4, 800, 000 








' Does not include anticipated supplemental of $520,000 for authorized pay increases. 
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Comper of ietlannind base with repr iien's estimate ies 1953 





| Appropriation base | Appropriation esti- | } 
for 1953 | mate for 1953 Increase or deerease 
Activity were a ia Vises Gita ears 2: “255 eee 
| Average |Average| ) Average} 
| posi- | Amount | posi- | Amount | posi- Amount 
tions | | tions | | tions } 
| | | } | 
—_ ————— ee —ae i= - ™ aid | ee et a en 
|, Issuance, servicing, and retirement of | | 
savings bonds ae 2, 579. 5 ($37, 599, 264 |2, 986.1 $41, 148,773 | 406.6 | $3,549, 509 
2, Issuance, servicing, and retirement of | | | i | | 
other Tre asury securities | 865.0 | 6,407,506 | 865.0 | 6,407, 506 | ae 
;. Verification and destruction of unfit } | | 
United States currency __- 180. 6 697, 931 186.8 | 716, 690 6.3 | 18, 759 
i, Maintenance and audit of public debt 
accounts | 237.5 | 973, 280 237.5 973, 280 
4, Promotion of the sale of savings bonds 748. 0 5, 476, 9389 748.0 | 5.476, 939 j 
Executive direction : 95.9 576, 812 95.9 576, 812 | 
Increase over appropriation base 14, 706.4 | 51,731 O32 5,119.3 | 55, 300, 000 412.9 | 3, 568, 268 
Adjustment in base (net) ee +180.8 |—1, 231, 732 ; —180.8 | +1, 231, 732 
Total, appropriation 1952, and ap- | | | | 
propriation estimate for 1953. 4,887.2 | 50,500,000 (5,119.3 | 55,300, 000 232.1; 4,800,000 


GENERAL STATEMENT 


Mr. Gary. Mr. Kilby, do you have a general statement? 

Mr. Kitsy. Yes, | have, Mr. Chairman. 

Mr. Gary. We will be glad to hear from you at the present time. 

Mr. Kinsy. Thank you, sir. 

Mr. Chairman, it is a pleasure to appear before this subcommittee 
to discuss with you once again our appropriation requirements under 
the title, ‘Administering the Public Debt.” There have been no 
changes in the functions performed under this title, and our estimates 
are based on the continued performance of responsibilities stemming 
principally from the issuance, servicing, and retirement of the public 
debt. The funds required to finance our program depend primarily 
upon the number of securities purchased and redeemed and the volume 
of service transactions which we must process. 

The Bureau of the Public Debt is charged with the conduct of all 
transactions in the outstanding public debt of the United States. 
Following a decision on a financing operation by the Secretary of the 
Treasury, we prepare the necessary legal and operating documents 
and handle subscriptions, establish ‘records of the issue, maintain in- 
terest accounts, and make periodic payments by check of interest on 
registered securities; conduct authorized transactions in securities; 
afford relief in instances of lost, stolen or destroyed securities, on the 
basis of proper evidence, and maintain records of securities retired 
either on authorized transactions or by redemption. 

In the discharge of many of these responsibilities, the facilities of 
the Federal Reserve banks and their branches, and the Post Office 
Department, are utilized on an actual cost basis. In addition, there 
are about 21,000 other qualified agents throughout the country, who 
issue savings bonds without any reimbursement for this servic e, and 
about 16,000 qualified agents, who pay savings bonds on a fee basis. 

Since the Federal Reserve banks and branches are located in 36 
principal cities throughout the country, the use of their facilities 
affords investors in Government securities a convenient and prompt 
service. Savings bonds and stamps are sold at post offices throughout 
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the country. In addition to its security functions, this Bureau also 
audits snd destroys redeemed currency. 

The Bureau of the Public Debt maintains two principal offices, one 
in Washington and the other in Chicago. The Washington office, i), 
addition to the over-all administration of the Bureau, is charged wit|; 
the conduct of transactions in connection with all public debt securi- 
ties, other than savings bonds. 

The operations of the Chicago office are confined to the various 
transactions arising in connection with savings bonds after issue. 
This latter office is augmented by three regional offices located at New 
York, Cincinnati, and Chicago, which audit all redeemed savings bonds. 

Included with the Bureau of the Public Debt under this appropria- 
tion estimate are the United States Savings Bonds Division and the 
Treasury’s Technical Staff. 

The functions of the United States Savings Bonds Division are 
confined to promotion of the sale of savings bonds. Those of the tech- 
nical staff consist of the development of material and analyses require: 
by the Secretary in weighing various courses of action in the fields of 
Federal financing and public debt management. 


PROGRAM 


For the fiscal vear 1953, we are requesting an appropriation of 
$55,300,000, an increase of $4,800,000 above the $50,500,000 presently 
available for the current fiscal vear. ‘This increase is required primarily 
because of the pay increases last fall and an estimated increase in the 
number of United States savings bonds and stamps to be issued and 
redeemed. 

As you know, we have very little control over the size of the prin- 
cipal workload processed under our appropriation, which is the pur- 
chase and redemption of savings bonds. 

We must handle these transactions, and render such other service 
of the outstanding debt as may properly be requested. We do, of 
course, have control over work methods, and are alive to the necessity 
of performing operations efficiently, economically and with the maxi- 
mum utilization of available manpower. 

Crganized programs are conducted in the Bureau on a continuing 
basis to insure the accomplishment of these objectives. 

Public Law 12, approved March 26, 1951, authorized the Secretary 
of the Treasury to offer to owners of matured series E savings bonds, 
the option of retaining the matured bonds for a further 10-year period, 
and continuing to earn interest on them. From the limited experience 
of the first few months, which covers only a small volume of maturities, 
it is now thought that about 60 percent of these matured bonds will 
be retained by their owners, thereby making it unnecessary at this 
time for us to perform the various work tasks incident to their retire- 
ment. There will be, of course, many owners who will desire cash 
payment at or before maturity, and we are estimating that about 
40 percent of the maturing bonds will be presented for redemption 
during the fiscal year 1953. 

On that basis, there will be an increase in savings bond retirements 
of all kinds of approximately 15,000,000 pieces, from 90,000,000 in 
1952 to 105,000,000 in 1953. Were it not for Public Law 12, our 


QEOQ 








307 


workload in 1953 would have been much heavier, but through its 
operations, millions of redemptions will be deferred to later years. 

An increase in savings bonds issues is also estimated for 1953. The 
estimate is 83,000,000 pieces for the current year, and 88,000,000 for 
1953, an increase of 5,000,000 pieces. The Department has intensified 
its efforts to promote the sale of savings bonds and stamps, with 
particular emphasis on increasing participation in the payroll savings 
plan. A gradual increase is expected as more employers adopt the 
plan and their employees are enabled to buy bonds through payroll 
deductions. 

The only increase requested for 1953, other than that for the 
issuance, servicing and retirement of savings bonds, is a small one for 
the audit of redeemed currency. 

The electronic counters I told you about last year have been in- 
stalled and, while some operating difficulties have been encountered, 
the operation has been improving monthly, and we expect their use to 
reduce substantially the unit cost of this function. With the funds 
available in the current vear it is estimated that 1,264,000,000 pieces 
will be counted. Production in 1953 is expected to show a marked 
increase and we estimate that 1,500,000,000 pieces will be audited. 
This increase in volume, despite the reduced unit cost, will require a 
slight increase in funds. 

The operations of the Bureau as a whole are now reasonably current, 
and it is earnestly hoped that we maybe able to keep them that way, 
although some increase in receipts is anticipated for the last half of the 
current fiscal vear. The estimate for 1953 has been developed on the 
basis that operations will be continued on a current basis. 


MANAGEMENT IMPROVEMENT 


We have continued our management improvement efforts during 
the past year. The major accomplishment during the fiscal year 1951 
was a revision of procedures for the processing of redeemed savings 
bonds in the Federal Reserve banks and regional offices of the Bureau, 
which eliminated the manual sort of the bonds by the banks. This 
also involved a change in the audit procedure observed by the regional 
offices, as under the revised procedure the work is now performed 
mechanically instead of manually. 

This change is estimated to result in an annual savings of $250,000. 
Several other improvements accomplished during the fiscal year 1951 
reflect additional savings, which have been taken into account in 
estimating requirements for the fiscal vear 1953. 

Mr. Chairman, we have conscientiously developed our requirements 
for 1953 and in formulating our programs, have kept in mind the 
urgent need for economy in Government expenditures. We feel that 
we are asking for the minimum needed in order to enable us to do a 
businesslike job, and continue to furnish the type of service to which 
the bond investing public is entitled. 

[ can assure you that we will continue our efforts to perform our 
responsibilities with maximum efficiency and at the lowest possible 
cost consistent with the maintenance of reasonable standards of 
quality. I appreciate the opportunity you have accorded me to 
make this general statement. 


QAO 
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PUBLIC DEBT 


Mr. Gary. What is the public debt at the present time, Mr. Kilby? 

Mr. Kitspy. On December 31, 1951, the publie debt was $259,418 - 
600,828.11. 

Mr. Gary. What is it estimated that the public debt will be at the 
end of the fiscal year, June 30, 1952? 

Mr. Kitsy. I am not sure what figure is carried in the President's 
budget message which was just released, but if the deficit for 1952 
should be around $8 ,000,000,000, which is a figure that I heard recently, 
that would wind us up at the end of the year with possibly $263 ,000.- 
000,000 of public debt; that is, assuming that there was no variation 
in the general fund balance. 

Mr. Gary. Would a deficit of $8,000,000,000 add $8,000,000 ,000 
to the present debt? Does not a part of the deficit for the fiscal ve ar 
1952 show in the figure for the end of the first 6 months of the year? 

Mr. Kinpy. Yes, sir. The figure that I referred to assumes the 
$255,000,000,000 which was the debt at the beginning of the year. 
The debt is now something more than $4,000,000,000 above the debt 
at the beginning of the year, so if you assume an $8,000,000,000 
deficit and no change in the general fund balance, then over the vear 
the debt would have risen from the $255,000,000 000 at the beginning 
to about $263,000,000,000 at the end 

Mr. Gary. Assuming that the receipts for fiscal vear 1953 are 
$70,000,000,000, and the expenditures are $85,000,000,000, that 
would be an additional deficit of $15,000,000,000, which would run the 
deficit over the $275,000,000,000 limitation before the end of the fiscal 
vear 1953, would it not? 

Mr. Kinsy. That is correct, Mr. Chairman. 

Mr. Gary. Under these circumstances, is there going to be any 
effort to increase the debt limit at this session? 

Mr. Kinny. I have not heard any eee of a request to have it 
increased at this session, Mr. Chairman. I do not think the Secretary, 
in his appearance before you, indicated any immediate intention. 

Mr. Gary. I believe he stated, in reply to a direct question, that 
there would not be. 


OWNERSHIP OF THE PUBLIC DEBT 


For the last several vears you have furnished us with a statement 
showing the ownership of the present debt. Do you have a similar 
statement? 

Mr. Kirisy. I have that statement here, Mr. Chairman, brought 
up to date. 

Mr. Gary. We will insert this statement in the record at this point. 

(The matter referred to follows: ) 
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[In billions of dollars] 


| 


| Feb. 28, 1946 | Dee. : 
| 


Ownership of the public debt 


31, 1950 


Dee. 31, 1951! 


Change, Dee. 
31, 1950, to 
Dec. 31, 1951 


Banks: ; | 
Commercial banks ee | Of 62 6) 
Federal Reserve banks__... ~~ -- 23 2) 24 
Total banks... _- 117 82 85) +3 
Nonbank investors: | 
Individuals - - - hi | “4 67 66 —1 
Insurance companies and mutual savings | 
banks. - } 3514 ag 26 319 
Other corporations, associations, and State | 
and local governments - _ - | 3515 38! 39! +1 
U.S. Government investment accounts | 28 Y 12 +3 
Total nonbank -. 163 174 174 
Total... .. 280 25619 259 + 


1 Preliminary estimates, 

Federal securities loom large in the asset picture of the leading investor groups 
in the country. At the present time, Federal securities account for about 47 per- 
cent of the earning assets of commercial banks; they account for about 43 percent 
of the assets of mutual savings banks, 8 percent of the assets of insured savings 
and loan associations, and 16 percent of the assets of the life-insuranece companies. 
Federal securities also account for 13 percent of the current assets of corporations, 
other than banks and insurance companies, and 33 percent of the liquid asscts 
(including also curreney, checking accounts, and savings accounts) of individuals 
and unincorporated businesses. Practically all of the assets of Federal Govern- 
ment trust funds are, of course, invested in Federal securities. 


ADDITIONAL POSITIONS REQUESTED 


Mr. Gary. How many positions were eliminated as the result of 
the 1952 appropriation being lower than vour request, Mr. Kilby? 

Mr. Kinny. In 1951, the actual number of positions carried was 
5,702, and the number that is carried in the 1952 column of the present 
estimate is 5,362, from which I think we might properly deduce that 
340 positions were eliminated as a result of the decreased appropria- 
tions allowed for 1952. 

Mr. Gary. How many new positions are you requesting for fiscal 
1953? 

Mr. Kinpy. We are requesting 412.9 average positions, of which 
406.6 are requested because of the estimated increase of 5,000,000 
pieces of sales and 15,000,000 pieces in redemptions of savings bonds. 
The other 6.3 positions are to take care of net increases in the re- 
deemed currency audit, which I mentioned in my opening statement. 

Mr. Gary. How many of these are to restore positions eliminated 
in 1952? 

Mr. Kinny. I think we can assume, Mr. Chairman. that we have 
geared our operations in fiscal 1952 to the pattern which was set for 
us by the appropriation of $50,500,000. So that assuming a lower 


volume of workload in both issues and redemptions, which is actually 
the case today, as against a somewhat higher volume of issues and 
redemptions that was contained in our original estimate, it is a fair 
statement that the 412.9 average positions represent the additional 
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people needed to handle the additional volume that we expect (o 
process in 1953. 

Mr. Gary. Why is the increase in personnel requested, for issuarco 
and retirement functions, greater in proportion than the increase |) 
the workload program? 


INCREASE ANTICIPATED IN BOND SALES 


Mr. Kirey. I think the increase is substantially in line with (he 
estimated increase in workload, Mr. Chairman. We expect 
redemptions of savings bonds to increase from about 85,000,000. in 
1952 to 100,000,000 pieces in 1953, and we expect the issues of savinvs 
bonds to increase by about 5,000,000 pieces from 83,000,000 in 1952 
to 88,000,000 in 1953. 

The increase in issues is keved directly to this increase in t\) 
promotion of the payroll savings plan which Mr. Coyne outlined to 
vou on Friday morning at the hearing. If I recall correctly, \| 
Coyne indicated increases not only in the payroll savings plan, |) 
increases in the bond-a-month plan, a much more intensive approa 
to the farmers of the country, in order to sell additional bonds in that 
area, and in the professional and self-paid fields. 

As I recall it, he indicated that their objective was to have 14.5 
million people who would be regularly buying bonds through one ot! 
these various sources by June 30, 1953. 

Now that, of course, if it is realized, is going to have a direct effect on 
the workload which we will have to process. 

Mr. Gary. My recollection is that the Savings Bond Division did 
not request any increase in its appropriations. 

Mr. Kinny. They did not; that is correct, Mr. Chairman. 

Mr. Gary. Notwithstanding the fact that they are going to have an 
enlarged sales promotion program? 

Mr. Kiisy. As I reeall it, they indicated that as this program 
expanded, it was possible to service these various fronts in the promo- 
tional field through the increased participation of volunteer effort. 
without increase in the cost of operating the paid sales promotion 
program. 

Mr. Gary. What has been the experience for the past 6 months in 
the sale of bonds? 

Mr. Kiiny. In the first 6 months of the fiseal vear 1952, we sold 
nearly 35,000,000, individual bonds, which is an increase of abou! 
4,000,000 pieces over the number that was sold in the corresponding 
period of last vear. There again I think you see the direct effect o/ 
this increased payroll participation. 


BOND REDEMPTIONS 


Mr. Gary. What was vour experience during that 6 months with 
redemptions? 

Mr. Kitry. The redemptions fell off in a somewhat correspondin: 
way. The first 6 months of this fiscal year redemptions were slight|\ 
over 37,000,000 pieces, and in the corresponding period of 1951, there 
were about 41,500,000 pieces. 

Mr. Gary. What, if any, effect do vou expect from the law that 
the Congress passed at the last session, with reference to the extension 
of bonds? 
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Mr. Kivsy. Based on the first 8 months’ experience, it is cur feeling 
that about 60 percent of these bonds will remain in the hands of the 
owners, largely as a result of the automatic extension privilege. So 
our workload as to matured bonds will be confined to approximately 
only about 40 percent of those which will mature in the fiscal year 1953. 

The number of bonds which are maturing from this point on, steps 
up very sharply, starting with last month, when the bonds which 
were issued in the period immediately following Pearl Harbor started 
to mature. Up to that time, the monthly maturities ran 633,000, 
632,000, 722,000, 811,000, and 808,000 pieces in the months from 
July through November. In December that number jumped very 
sharply to 3,351,000, and during the months from now on, through 
the next 3 vears, the number of maturities each month will be in the 
millions of pieces. 

During the first 6 months the number which matured—and these 
are based on June 30, 1951, figures—were 6,960,000 pieces. 

During the present 6-month period, from January through June of 
1952, the total maturities will amount to 20,464,000. That makes a 
grand total for the year of 27,425,000 and for 1953 the total number 
of pieces maturing will be 72,531,000. 

We have computed our estimates on the basis of about 40 percent 
of that 72,000,000 being presented for redemption in 1953, and 
assumed that the remainder will remain in the hands of the holders. 

Mr. Gary. Would not December ordinarily be a high month for 
the surrender of bonds? 

Mr. Kitsy. December is usually somewhat higher because of 
Christmas and various demands on people’s pocketbooks for addi- 
tional funds. 

Mr. Gary. How much of that three million merease do you think 
is attributable to the fact that it was the month of December? 


SERIES E BONDS OUTSTANDING 


Mr. Kinny. Well, the significance of this 3,351,000 maturing in 
December 1951 is not related to the month of the year, but rather, it 
is related to the period immediately following Pearl Harbor. 

The following month, January of 1952, there are 4,090,000 bonds, 
which will mature in this present month of January, 1952. Those 
are the ones that are left of the bonds that were sold in January 1942. 

So that in January of 1952 there are actually about 700,000 pieces 
more maturing than matured in December. You see, the program 
was just getting under way 10 years ago. After Pearl Harbor there 
was a tremendous rush to buy bonds and, as a matter of fact, we had 
some real difficulties in the production line, at the Bureau of Engraving 
and Printing in printing enough bonds to supply the issuing agents 
with the bonds that they needed. 

Mr. Gary. Do you have a table showing those figures in tabular 
form? 

Mr. Kinsy. [I have, Mr. Chairman. 

Mr. Gary. Will you submit it for the record? 

Mr. Kiusy. I will be happy to. 

(The table referred to follows: ) 





362 


United States savings bonds, series E, outstanding as of June 30, 1951, series 19) | 
1942, and 1943 


MATURING FISCAL YEAR 1952, SERIES 1941} MATURING FISCAL YEAR 19538, SERIES {942 


July 1941_____ she Soaebe 633, 569 | July 1942_______.____- - 4, 824, 435 
Re 632, 697 | August. __- _- wide tb in 2 ee OOR 
September____--_-__- © 722, 933 | September-___- cased» Dyes; 675 
October_____- a AvEe.: 811, 646 | October_____~_- cence ae, BREEN FOR 
November___ : ea 808, 595 | November_- . 2,417, 202 
December _ __ 3, 351, O86 | December stcawdwew peel, O15 

(i em, FU Total pc 2a 386,250, 333 

SERIES 1942 SERIES 1943 

January 1942__ _ 4,090, 850) January 1943 . 6, 147, 276 
February... ......< _.. 2, 549, 432) February__--.- 5, 603, 917 
March___- 2, 648, 118, March_- . 8, 907, 380 
April _ _- . 3,000, 412) April. _-_ --_-- _... 9, 676, 146 
May : . 3, 904, 229] May__ ~ 312,739 
5 eae oats : Pee ys gp ey Ae aes + _. 9, 833, 216 

Total............. 20, 464, 563 | Total... _.. 39, 280, 674 

Grand total___._- 27, 425, 089° Grand total____-- 72, 531, 007 


COST OF PAY INCREASE 


Mr. Gary. How much do you estimate Public Law 201 of the last 
session cost your Department? 
| Mr. Kirsy. That is the pay increase law, Mr. Chairman? 
® Mr. Gary. Yes. 
© Mr. Kitpy. It will cost us $2,265,000 to meet the additional wages 
in 1953 arising out of that law. 

» Mr. Gary. What portion of that, if any, are you absorbing? 

© Mr. Kinpy. We are not absorbing any of it directly, Mr. Chair- 
man, but, in reaching our base for 1953, we had a number of savings 
which aggregated $1,033,000, which are reflected on the table which 
vou had inserted in the record at the beginning of the hearing, in the 
upper portion. 

& There is one savings there which is alleged to occur because of thy 
reduction in annual leave under Public Law 233, which amounts to 
$399,000, in our case. 

Mr. Gary. All of the six items listed under reductions totaling 
$1,033,000, are savings? 

Mr. Kinsy. That is correct, Mr. Chairman. Those are items 
which we have deducted as nonrecurring items in arriving at the base 
Then, to that we add, if you will note, six other items, which total 
$2,265,000 which is the amount attributable to Public Law 201. 


ISSUES AND RETIREMENTS OF BONDS, 1951, 1952, AND 1953 


Mr. Gary. We will insert at this point in the record the table on 
page 70 of the justifications, showing the issues and retirements of 
bonds for the years 1951, 1952, and 1953. 

(The matter referred to follows: ) 








| 64,685,976 | 79,000,000 84, 000, 000 

Series F and G 2 ee 817, 627 , 200, 000 , 200, 000 

Total Sales g | 65, 503, 603 80, 200, 000 | 5, 200, 000 

Other issues (claims, reissues, exchanges, etc 2, 628, 444 2, 900, 000 2, 900, 000 

Total issues 68, 132,047 | $3, 100, 000 | 88, 100, 000 
Retirements 

Redemptions, series A to E prior to maturity | §2, 261,978 73, 000, 000 72, 000, 000 

Matured 2, 871, 930 11, 000, 000 | 27, 000, 000 


Total | 85, 133, 908 84, 000, 000 90, 000, 000 
Redemptions, series F and G 1, 032, 299 1, 000, 000 , 000, 000 


Petal redemptions 86, 166, 207 &5, 000, 000 000, 000 
Other retirements (claims, reissues, spoils, etc.) 4,355, 472 4, 700, 000 x00, 000 
Potal retirements ‘i 90, 521, 89, 700, 000 800, 000 


ELECTRONIC MONEY COUNTER 


Mer. Gary. In vour testimony, vou stated that vou were still having 
some trouble with vour electronic money counter. Will you give us 
a little more information on that? 

Mr. Kinpy. I wonder if | might not ask Mr. Heffelfinger to tell 
you about that, Mr. Chairman. 

Mr. Gary. Yes. 

Mr. Herrecrrincer. Mr. Chairman, it is not so much trouble as 
it has been growing pains. Since the machines were installed = in 
Mav of 1951 we have been working with them to bring them to that 
peak of perfection which would enable us to realize the savings initially 
estimated for them. 

We feel that we are just about on the threshold of bringing that 
into being. At the moment, we would say that the machines are 
operating in the manner which we envisioned when we entered into 
the project with the Bureau of Standards. We are getting about 
8) percent of the money counted on the machines, which was the 
firure which we hoped to achieve when we developed our savings 
estimate. 

We know that for the workload of 1,560,000,000 pieces to be 
counted by the machines in 1953, but for the machines, we would be 
in here asking vou for about $250,000 more. We feel that the ma- 
chines have proved their usefulness, and are a worthy addition to 
our management program. 
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CURRENCY VERIFICATION WORKLOAD 


Mr. Kinny. If you wanted the table on currency to be counted, 
Mr. Chairman, it is on page 75. 

Mr. Gary. I think probably it would be well to insert the tabl. 
at this point in the record. That is the table appearing on page 75 
of the justifications relating to the number of pieces, in the program 
of currency verification, estimated for 1953 as compared with 195] 
and 1952. 

(The table referred to follows:) 





| On hand, start | heer | rote re 

| of year | Received | Verified S 

"| ae y : i tee RNa tee bes ‘ 

1951 actual : ; Saeed 84, 772,000 | 1, 102, 104,000 | 1, 129, 328, G00 ey 
1952 estimate : : | f 48,000 | 1, 452, 000, 000 | 1, 264, 000, O06 

1953 estimate. ans 245, 548, 000 | 1, 510, 400, 000 | 1, 500, 000, 000 c 

SALES AND REDEMPTIONS OF SAVINGS BONDS ~ 

tig: 


Mr. Gary. We will also insert the statement of the United States 
savings bonds, sales and redemptions by months. 
(The statement referred to follows:) 


savings bonds sales and redemptions by months, 


d States 


riate 
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LANGUAGE CHANGES 


Mr. Gary. Can you explain the language changes? 

Mr. Kinsy. The language change, Mr. Chairman, is in the interest 
of simplification. We have deleted the phrase which authorized ad- 
vances to the Postmaster General, because that is covered in another 
statute. The purpose was to make the language of the appropriation 
as simple as possible. 

(Discussion off the record.) 

Mr. Gary. Mr. Kilby, I notice that you recommend striking from 
the bill the language which was added last year to a supplemental }i|] 
which provides “that no part of this or any other appropriation shai! 
be used to pay for time and space for advertising the savings-bond 
program by press, radio, or television.”” What is the purpose of that 
change? 

Mr. Kinsy. Mr. Chairman, it was our effort to simplify the lan- 
guage of the appropriation as much as possible, which L believe was 
in line with the wishes of the committee. In the process of doing 
that, we felt that this proviso, as weil as the proviso regarding the 
advances to the Postmaster General, could well be eliminated. 

If the committee feels that this proviso, which would provide 
“that no part of this or any other appropriation shall be used to pay 
for time and space for advertising the savings-bond program by press, 
radio, or television,’ should be handled in another way, I personally 
would have no objection to its remaining in the appropriation language. 
I do not think there would be objection elsewhere in the Department. 
Do you believe there would, Mr. Johnson? 

Mr. JoHnson. No; there would not. 

Mr. Gary. That was inserted by the Congress last year? 

Mr. Kitsy. That is correct, sir, in the supplemental. 

Mr. Gary. Has it interiered at all with the savings-bond program? 

Mr. Kitpy. Not at all. 

Mr. Canrietp. Mr. Commissioner, how long have you been work- 
ing for the United States ‘lreasury? 

Mr. Kitpy. 33 years, Mr. Cantield. 


PUBLIC DEBT 


Mr. Canrittp. What was the public debt of the United States 
when you first began your employment? 

Mr. Kinpy. 1 came in the ‘treasury in March of 1919, Mr. Can- 
field, Which was at the time when the debt had risen very rapidly as 

aresult of World War l. ‘he debt, at that time, was in the neighbor- 
hood of $26,000,000,000. 

Mr. Canrrenp. Lt was reduced to what amount? 

Mr. Kinsy. It was reduced to a low point of $16,000,000,000 in 
December 1930. 

Mr. Canrisip. Would you repeat, for purposes of continuity, what 
the public debt is today? 

Mr. KiLtBy. The public debt today is $259,400,000,000. 

Mr. CanFieLp. Using the chaiurman’s figures, that public-debt item 
will reach the limitation of $2/5,000,00U,000 when? 

Mr. Kissy. If the deficit for 1952 and tne deficit tor 1953 reach the 
figures which I have heard informally, apparently the limitation will 
be reached sometime in the latter part of the fiscal year 1953. 
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Mr. Gary. That would depend on two things. It will depend 
upon the expenditures that the Congress authorizes, and also, whether 
the Congress increases taxes. Is that not correct? 

Mr. Kitsy. That is true. And it also will depend somewhat on 
the extent to which the Secretary might decide to permit the general- 
fund balance to drop below the present figure of $4,294,000,000 at the 
end of December. 

During a period when spending is at a high rate of speed, it is 
normally desirable to maintain a larger general-fund balance than 
at a time when expenditures are more moderate. 

Mr. Gary. That general-fund balance now is very much less than 
the balance we carried during World War II, is it not? 

Mr. Kinpy. That is very true, sir. At the end of World War I, 
and immediately following the Victory drive which took place in 
November of 1945, I believe the general-fund balance rose to some- 
thing like $26,000,000,000. It was a terrifically large balance as a 
result of the heavy sales of the Victory drive. 

Mr. Gary. And my recollection is that we transferred a substantial 
part of that to debt reduction at that time. Did we not? 

Mr. Kintsy. That is very true, Mr. Chairman. It was applied 
primarily to the reduction of bank-held debt over the period of several 
months. 

Mr. Gary. How much was the debt reduced as a result of that, ap- 
proximately? 

Mr. Kinsy. The debt was dropped from a peak of $279,000,000,000 
in February of 1946 to a low point of $251,000,000,000 on June 27, 
1949, 

Mr. Gary. How much of that was due to transferring balances 
from the general fund? 

Mr. Kinsy. That was largely a result of applying those balances to 
the orderly liquidation of the debt, and principally in the section 
which was owned by the commercial banks. 

Mr. Passman. The public debt as of this time is $259,400,000,000? 

Mr. Kitsy. That is correct, sir. 

Mr. Passman. If you should transfer the $4,000,000,000 out of 
your general fund and apply it against the public debt, that would be 
a reduction; would it not? 

Mr. Kitpy. That is true, sir. 

Mr. Passman. In other words, this public debt is not a net figure; 
you have vour general-fund balance to apply against it? 

Mr. Kinsy. That is correct, the $259,400,000,000 is a gross figure. 

Mr. Passman. You would also subtract your general fund balance, 
would you not? 

Mr. Kirtsy. That is correct. 

Mr. Gary. And that would be approximately $255,000,000,000? 

Mr. Kiusy. That is correct, Mr. Chairman. 

Mr. Canrte_p. Continuing, Mr. Kilby, and referring to the two 
factors mentioned by the chairman-——congressional expenditures and 
new taxes—of course, I do not know what congressional expenditures 
are going to be. I do know, however, that the Speaker of the House, 
Mr. Rayburn, and the majority leader, Mr. McCormick, have both 
made public statements to the effect that they anticipate there would 
be no new taxes during the current year. Now, what is the current 
interest on the public debt? 


93930—52——24 
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INTEREST ON THE PUBLIC DEBT 


Mr. Kirtsy. The interest on the public debt for the fiscal year 
1952 is estimated at $5,850,000,000, and the estimate for 1953 is 
$6,150,000,000. 

Mr. Canrietp. That is about what percentage of the total budge: 
request of the President for the new fiscal year? 

Mr. Kintspy. Assuming $85,000,000,000, the interest charge 0! 
$6,150,000,000 would be about 7 percent, I think, roughly. 

Mr. Canrietp. Do you recall what the over-all costs ran in thie 
Federal Government 33 years ago when you were first employed 
by the Treasury? 

Mr. Krispy. Substantially less than the present interest cost. 

Mr. Canrietp. Mr. Kilby, what would happen in fiscal 1953 if th: 
Congress refused to increase the statutory limitation on the public 
debt and we actually reached that figure? 

Mr. Kinsey. | think another record-breaking situation would arise 
in that, for the first time in our history, we might conceivably be in « 
position where we could not meet our obligations as they fell duc, 
which is a situation I devoutly hope will never come to pass. 


PUBLIC DEBT OF OTHER NATIONS 


Mr. Canrretp. Commissioner, can you tell us what the public 
debt of Great Britain is today? 

Mr. Kiisy. I am sorry, Mr. Canfield, I do not have that figure. 

Mr. Canrietp. I am going to ask the Commissioner to insert such 
a statement at this point in the record. You have a statement—do 
you not?—of the public debt of all the countries of the world? 

Mr. Kitsy. I think we have that at the Department; yes, sir. 

Mr. Canrietp. Would you be good enough to insert that in the 
record at this point? 

Mr. Kintpy. With respect to what countries, Mr. Canfield? 

Mr. Canrietp. Do you have it for all countries, or is that too muc! 
of an undertaking? 

Mr. Kintsy. I would have to look into that, Mr. Canfield. 

Mr. Canrietp. If you do not have it, submit it for all major coun- 
tries. 

Mr. Kinspy. That is not maintained in our Bureau. That is 
maintained in the technical staff. 

Mr. Canrieip. With the permission of this committee, let me say, 
| have had some requests for that information and I would like you 
be good enough to insert it? 

Mr. Kirtsy. 1 would be glad to insert in the record at this point 
such information as I am able to obtain on the problem, with respect 
to the public debt of the other countries. 

(The matter referred to follows:) 

In answer to the committee’s request, the table below has been prepared on thy 
public debt and national income of selected countries. 

It is important to point out there are a number of definite limitations on th: 
propriety of making any comparisons between various countries on their public 
debt and national income. Some of these limitations are as follows: 

(1) Inadequacy of basie data for many countries. 

(2) Varying concepts of public debt between countries; for example, in som: 
cases data include publice-debt securities held by the Government’s own trust 
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funds (as in the United States) while in many other countries such securities are 
excluded; also the treatment of local government debt varies from country to 
country. j 

3) Varying concepts of national income between countries. 

t) The fact that the conversion of those statisties which are available into 
terms of a common currency, such as United States dollars, may enlarge the area 
of possible distortion. 

5) In interpreting such figures as are available, a wide variety of reasons may 
exist as to why one nation’s ratio of publie debt to national income is lower than 
that of another; a relatively low percentage might indicate that the economy of the 
nation was in early stages of industrial development (or performed relatively few 
services for the public), or it might merely indicate that run-away inflation had 
expanded the national income of that country te such an extent that the burden 
of the debt today is far below what it was when the debt was incurred. 

It will be helpful to the committee to have these qualifications in mind in what- 
eyer use it may care to make of the figures in the table below. 


Estimated public debt and national income of various countries 1950 or closest 
available date } 


[In millions of dollars} 


| 
Na- | Debt as 
tional | an is Public | 
income | .. ° debt 
| NCoMe | income 


| Publi Na. |Debt as 
| Public Na- one 
debt tional pe nt 
income | - 
} income 


Europe: | | } Latin America—Con. 
Austria... F of $620 | $1, 550 | Ecuador @) $220 
Belgium .. 4,740 | 5, 290 | OH) || Guatemala_-. $20 380 
Denmark... 1,410 | 2,700 5% Haiti. - 10 150 | 
Finland. : 530 | 1,390 | 38 | Mexico. . -- (2) 3, 440 
France_-..- -----| 11,810 | 21, 140 56 || Nicaragua. - - 10 120 
Germany - | 4,340 | 17,480 | 25 || Peru : 110 630 
Greece j 450 | 1, 600 | ; Venezuela 4 2,110 
Iceland -- ce 20 70 | 29 || Asia, Africa, and Oceania: 
Ireland - - | 500 990 | 51 Australia- - - | 4,150 , 950 
Italy |} 4,170 | 10, 480 Burma is 210 560 
Luxembourg. 120 | 190 | Ceylon... 140 740 
Netherlands. - 7, 230 4,100 | 76 Bevpt. ..:... 450 | 2,016 
Norway | 1,940 | 1,460 | 3e India , 5, 360 | 19,346 
Portugal ; |; 360 | 1,760 | 20 | Indonesia. ___- 820 , 150 | 
Sweden Pom 2, 410 4, 750 | i. a 270 , 330 | 
Switzerland 1,830 | 3, 980 j Iraq - - - - 30 350 
Turkey 580 | 2,676 | 22 | Israel : | 320 930 
United Kingdom 74,080 | 30,370 24 Japan ne, , 500 9, 110 
Yugoslavia. . - - 290 | 1,000 | 2 Lebanon. __-- 20 150 

Latin America: | } Meinvs. ......- 60 , 060 
Argentina 4, 270 5, 720 | 5 Pakistan : 960 , 520 
Bolivia. _- 130 340 | 33 Philippines. 440, 2, 330 
Brest... ... (2) 9, 840 (2) Thailand _-___- 70 770 | 
Chile | 300 | 3,510 g || Union of South 
Cclombia 260 2, 210 2) Africa 2, 140 2, GH 80) 
Costa Rica. - - - - wD | 100 Canada esa 14,790 | 13,810 107 
Cuba. : | @ | 1,650) @ United States_____ 257,377 (239, 000 108 





' No information is available currently on the total national resources, or national wealth, for any of these 
countries. The term ‘national wealth” is generally applied to the value of all of the physical assets that a 
nation has in the form of homes, commercial, and industrial establishments, government buildings, schools, 
highways, personal property, natural resources, etc. The true value of these assets to a nation is perhaps 
better expressed not in terms of the assets themselves but rather in terms of the nation’s productive ma- 
chine, Which is able through the effective combination of manpower, plant and equipment, organizational 
ibility, and natural resources to produce a given volume of national income. 

? Not available. 

Note.—Where it was necessary to convert from loeal currency to dollars, [MF par values were generally 
used. Selling rates published in IMF International Financial Statistics were used where no par value had 
been established. In the case of multiple-rate countries, the selling rate covering the largest volume of 
transactions was generally used. ‘ 

Souree: Statistics taken primarily from the International Monetary Fund’s International Financial 
Statisties, United Nations Monthly Bulletin of Statistics, and data obtained from other United Nations 
publications, the Economic Cooperation Administration and Treasury files. The figures have been rounded 
to the nearest $10 million. 
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Mr. Canrieip. The follow-up question is this: 

Is the statement true that the public debt of the United States of 
America is now greater than the public debt of all the countries of the 
world, outside the United States? 

Mr. Kinsy. The answer to that question, Mr. Canfield, would have 
have to be conditioned upon the figures that I would be able to obtain. 

Mr. Canrietp. Have you heard that statement made? 

Mr. Kitsy. I do not think I have, sir. 

Mr. Canrieip. I have heard it made, and I do not know that it is 
exactly true. However, you will be able to clear that up. 

Mr. Gary. Mr. Kilby, if it is available, would you also show in 
parallel columns, the resources of the other countries, and the national! 
income of each of the other countries? 

Mr. Kinny. I would be very glad to do that, Mr. Chairman, to the 
extent the data is available. 

Mr. Canrietp. Commissioner, [ noticed in your breakdown on 
page 82 of the justifications, the travel item shows a decrease in expen- 
ditures in the prior vear. Where you estimate in 1952 $428,710, 
$420,911 is estimated for 1953. We are very glad to hear that. 

Mr. Kitey. The travel under this appropriation, as was explained 
at the hearing on Saturday, is largely in the Division of Savings Bonds 
where, of necessity, there is quite a bit of travel on the part of the 
volunteer workers, and travel between headquarters and the various 
State offices. 

The amount of travel which we expend within the Bureau of the 
Public Debt proper is quite a nominal figure, and this slight reduction, 
apparently, represents a little tightening of estimates. 

Mr. Canrretp. One of your big items, Mr. Commissioner, is 
“Other contractual services,’ your estimate being $25,802,446, for 
“Other contractual services.”” What does that comprehend? 

Mr. Kinspy. That is largely the reimbursement to Federal Reserve 
banks. Is that not correct, Mr. Cole? 

Mr. Corr. That is correct. 

Mr. Kinpy. And are the fees included in that? 

Mr. Coxe. Yes. 

Mr. Kinsy. With respect to the savings bonds, and Armed Forces 
leave bonds, as you will recall, we pay some 16,000 qualified agents 
fees at the rate of 15 cents for each of the first thousand bonds paid in 
a calendar quarter, and 10 cents for each additional bond paid in the 
calendar quarter, which makes an average fee to us of about 12.5 
cents. 

With the millions of pieces which are redeemed that naturally runs 
into a pretty substantial figure. 


LOSS OF POSITIONS 


Mr. Canrietp. Were you prejudiced this last vear when you were 
required to drop 340 employees because of the appropriations? 

Mr. Kitsy. Fortunately, the volume of issues and redemptions did 
not come up to expectations, and for that reason we were not embar- 
rassed by losing the 340 positions. 

If the volume of work had continued at the rate that was estimated, 
we would very definitely have had to permit some sizable backlogs to 
develop in some of our operations, which, of course, we hate to do, 
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because a stern chase is a long chase. We found that it took a tre- 
mendous amount of effort and a lot of time to eliminate the backlogs 
that occurred during World War II. 


BOND EXTENSIONS SUBSTANTIAL HELP 


Mr. Gary. Did the law which was adopted by Congress extending 
these bonds have anything to do with that situation? 

Mr. Kinsy. Yes, Mr. Chairman, that law has helped us very much. 

Mr. Gary. Was it because of that law that vour actual retirements 
did not come up to the estimate that you made? 

Mr. Kitey. I do not think it would be fair to give all of the credit 
to that law, although that law did help us very much, but there is 
one thing we must remember, Mr. Chairman, and that is that some 
490,000,000 savings bonds are outstanding which can be redeemed 
at the pleasure of the owners, and which constitute a sword of Dam- 
ocles that is hanging over our heads. Some day we are going to have 
to redeem those bonds. The operation of Public Law 12 has made 
it possible for us to defer that redemption to future vears to a large 
extent. 

Mr. Gary. Will it not have another effect, too? Will it not spread 
redemptions over a period of years, rather than have them all come 
in at one time? 

Mr. Kitey. | am very hopeful that that will be the effect of it, 
Mr. Chairman. 

Mr. Canerrevp. In submitting vour new request, Cominissioner, do 
you think in terms of the safety factor or do vou feel that your esti- 
mates are quite well worked out? 

Mr. Kinny. We feel that the estimates are as accurate as can be 
developed at this time in the light of all of the uncertain factors in 
the picture. We have taken the number of pieces which will mature 
month by month over this vear and over next vear. We have assumed 
that only about 40 percent of those in the matured category will bave 
to be handled within this vear. We have figured a slight reduction 
in the redemption of unmatured bonds, and we have established 
our workloads on that basis. 

Mr. Canrietp. Were you given all funds requested in the Bureau 
of the Budget? 

Mr. Kinny. I beg your pardon? 

Mr. Canrietp. Were vou given all the funds in these estimates 
that vou requested of the Bureau of the Budget? 

Mr. Kinny. No, sir; we were not. 

Mr. CAnrie.p. In all fairness to you, | suppose most of the agencies 
of the Treasury were reduced somewhat? 

Mr. Kitny. I do not feel that we have been treated unfavorably in 
relation to other Treasury bureaus. I feel that for the past several 
vears both the Bureau of the Budget and the Appropriations Com- 
mittees of Congress have treated us very fairly. We feel that we have 
a very friendly and a very fair relationship with you gentlemen. 

Mr. Canrietp. You have also been very fair and responsive. 
want to state that also. 

Mr. Kinny. Thank you. 

Mr. Canrieup. That is all. 
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TANGIBLE ASSETS 


Mr. PassMAN. Commissioner, it is not my purpose to make this (oo 
complicated. We have been discussing the amount of the public 
debt. 

Have we ever tried to list our tangible assets, such as Feder! 
buildings, highways, bridges, and military, on a permanent basis? 

Kitpy. | know that there has been some discussion of tht, 
Mr. Passman, but I do not recall that I have ever seen a balanc 
sheet which could be viewed as a statement of total assets and tots 
liabilities of the United States. 

Mr. Passman. First, we have increased our public debt, and 
the same time, in our improvements, we have increased tremendous! 
the tangible assets of the Nation. There is no record made to shio\ 
that against the public debt. Is that not true? 

Mr. Kitspy. That is true. 

Mr. Passman. I should think these tangible assets would amount to 
many billions of dollars. 

Mr. Kitsy. I heard an economist not very long ago state that with 
the resources of this country, something over $400,000,000,000, aii 
with the publie debt of around $250, 000,000,000, apparently we had 
a net worth of around $150,000,000,000, and why were we too much 
concerned about this huge debt that we have. 

Mr. Canrietp. The gentleman from Louisiana is one of tli 
greatest conservationists in Congress. | am sure I have heard hin 
say on the floor of the House that we are eternally depleting ow 
national resources in the United States of America. 

Mr. Passman. You are speaking of natural resources, and I am 
speaking strictly of our assets which should be taken into account 
when we are considering our public debt. We speak in terms of 1); 
public debt, but we never mention anything about the tremendous 
assets we have built up which should be taken into account. | am 
not discussing our natural resources, | am discussing our perm: men 
assets which have been accumulated by appropriations made | 
Congress. 


INTEREST KATES 


Mr. Passman. Many of our taxpayers overpay their income t:\ 
In making refunds what rate of interest is paid now? 

Mr. Kintpy. Six percent interest is computed by the Bureau 
Internal Revenue on refunds, as I understand it. 

Mr. Passman. No change has been made in that rate? 

Mr. Kiipy. I have not heard of any. 

Mr. Passman. I heard last year the Senate reduced it to 2 
percent. It must have been stricken out in conference. 

Mr, Commissioner, under the automatic extension plan on ou! 
bonds, does the current interest rate take in Liberty bonds, and «!! 
bonds outstanding, if and when they are redeemed? 

Mr. Kitsy. No, Mr. Passman, that is confined to the series E sa 
ings bonds, which commenced to mature on May 1, 1951. The act 's 
applicable only to series E bonds. 

Mr. Passman. It does not apply to the old bonds? 

Mr. Kitsy. It does not apply to any of the earlier issues; no, = 
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Mr. Gary. What is the average interest rate on the public debt at 
the present time? 

Mr. Kitpy. The average interest rate at the present time is 2.308 
percent on the total interest bearing debt outstanding at this time. 

Mr. Gary. Are there any further questions? If not, we are very 
much obliged to you, gentlemen. 

Mr. Kitpy. Thank you very much, Mr. Chairman. 


TurEspAY, JANUARY 22, 1952. 
BUREAU OF THE MINT 
WITNESSES 


MRS. NELLIE TAYLOE ROSS, DIRECTOR OF THE MINT 
LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
TIMOTHY E. RUSSELL, CHIEF ACCOUNTANT 

FREDERICK W. TATE, ASSISTANT CHIEF ACCOUNTANT 

W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


SALARIES AND EXPENSES 


Amounts available for obligation 


| | H 
|} 1951 actual | 1952 estimate | 1953 estimate 


Appropriation or estimate er $3, 930, 000 $4, 600, 000 $5, 780, 000 
Proposed supplemental due to pay increases j 130, 000 

Reimbursements from non-Federal sources 136, 656 50, 000 AQ, 000 
Reimbursements from other accounts 466, 036 50, 000 50, 000 


Total available for obligation , 4, 532, 692 830, 000 5 000 
Unobligated balance, estimated savings —4(), 318 


Obligations incurred _- : 4, 492, 374 830, 000 000 


NoTE.—Reimbursements from non-Federal sources above are receipts from foreign coinage (31 U, S. C 
367 (Jan, 29, 1874, 18 Stat. 6)), and proceeds from sale of medals and proof coins (31 U.S. C. 369 (as amended 
May 10, 1950, 64 Stat. 157)). 


Obligations by activities 


Description 1951 actual | 1952 estimate 1953 estim: 


Direct obligations 
Appropriated funds: 
1. Manufacture of coins (domestic) ___- ‘ $1, 976, 775 $2, 603, 000 $3, 667, 600 
2. Processing deposits and issues of monetary metals and 
coins... -- ; - Ba . 845, 363 898, 100 891, 900 
3. Protection of monetary metals and coins. .- - 744, 570 800, 500 795, 900 
. Refining gold and silver bullion... __- 282, 883 303, 800 301, 600 
5, Executive direction. _____._- eee . : 114, 838 124, 600 123, 000 
)». Inventory changes. ..-.......-- we ae Fane —74, 747 


Total obligations from appropriated funds _- 3, 889, 682 , 730, 000 5, 780, 000 
Reimbursements from non-Federal sources: 1. Manufacture } 

OF CORRE, Cie: THRPEIINY 6 ons ae bee wacecasencscs a. 136, 656 50, 000 50, 000 

Total direct obligations__- ate : tay Tes ae 4, 026, 338 , 780, 000 5, 830, 000 


Obligations payable out of reimbursements from other 
accounts 


7. Miscellaneous work performed for other Government 
agencies... -- oie ee tuk ie pout 466, 036 50, 000 50, 000 


Obligations incurred x } 4,492, 374 , 830, 000 5, 000 
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Obligations by objects 


Object classification | 1951 actual | 1952estimate | 1953 estimat, . 
ee ee ee Behe coos hele so ae a ian S 
| | 
Total number of permanent positions___- , eee | 999 | 1,052 | 1, 37¢ 
Average number of all employees_ -- aoe | 953 1, 007 | 1,30 R 


Average salaries and grades: | 
General schedule grades: 





Average salary_........-- $4, 627 $5, 158 | $5, 2 
Average grade GS-7.3 GS-7.4 | G74 
Crafts, protective, and custodial grades: | 
Average salary $3, 496 $3, 551 
Average grade __. c CPC-5.2 | CPC-5.2 
Ungraded positions: Average salary. $3, 404 $3, 248 
01 Personal services: 
Permanent positions $3, 499, 855 $3, 893, 200 $4, 784, 300 
Regular pay in excess of 52-week base 15, 300 19. (0 \ 
Payment above basic rates ‘ 205, 977 113, 000 ' 
Total personal services 3, 765, 832 4,021,500 | 4,85 
02 Travel 24, 903 25, 000 | D5 (My 
03 Transportation of things 26, 231 | 12,000 | 12,0) 
04 Communication services 13, 128 | 15,000 | 15, 00) 
05 Rents and utility services 207, WS 250,000. | 334, 00 
06 Printing and reproduction _- 10, 151 10, 500 1,2 
07 Other contractual services 27, 361 19, 030 | 29 
Services performed by other agencies 970 970 7 
08 Supplies and materials 305, 741 370, 000 $91, 704 
09 Equipment 105, 181 100, 000 108), 00 
13 Refunds, awards, and indemnities 4, 063 4,000 | 1, 
15 Taxes and assessments QOS 2,000 | 2, A) A 
: | 
Obligations incurred 4, 492, 374 4, 830, 000 5, S80), (0 In 


Analusis of expenditures 


| 
1951 actual | 1952 estimate | 1953 estimat 


| 





Unliquidated obligations, start of year $510, 130 | $482. 6 
Obligations incurred during the yeur 4, 830, 000 | 5,88 
5,112,026 | 5,340,130 | 6, 362 
Deduct: | 
Reimbursable obligations 602, 692 100, 000 | 10) 
Unliquidated obligations, end of year 510, 130 482, 000 | 7 
Adjustment of obligations of prior years 9, 394 2 Te. 
Total expenditures 2 3, 989, 810 4,758, 130 5, At 
Expenditures are distributed as follows: | 2 
Out of current authorizations 3, 437, 795 4, 154, 130 | 5, 107 
Out of prior authorizations 552, 015 183,000 | 144 3 
Out of anticipated 1952 supplemental for pay increases 121, 000 , (0) 
Mr. Gary. The committee will come to order. 
We consider this morning the estimates of the Bureau of the Mint 
and we will insert in the record at this point page 273 of the justifies 
tions from which it appears that the appropriation om 19: 52 was 
$4,600,000. The requested appropriation for 1953 > is $5,780,000, 
an increase of $1,180,000. The appropriation for 1952, howeve! 
does not include an anticipated supplemental for 1952 to cover tli 
cost of authorized pay increases. m 
(The matter referred to follows: ) 
2 
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Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act_ ee / SPUR Se _ $4, 600, 000 
Supplemental appropriation for 1952_______. 0 
Total appropriation, 1952____ _- fo ee 4, 600, 000 
Reductions: 
1. Manufacture of coins (domestic) _- $75, 446 
2. Processing deposits and issues of 
monetary metals and coins______- 13, 251 
3. Protection of monetary metals and 
coins 11, 757 
4. Refining gold and silver bullion 4, 664 
5. Executive direction 1, 582 


———— -— $106, 700 
Additions: 


1. Manufacture of coins (domestic) 38, 376 
2. Processing deposits and issues of 
monetary metals and coins : 40, 788 
3. Protection of monetary metals and 
coins 60, 038 
t. Refining gold and silver bullion 16, 418 
5. Executive direction 9, 380 
ecemaaiata + 165, 000 
Adjustment in base (net) _- : 58, 300 
Appropriation base for 1953 1, 658, 300 
Increase over appropriation base for 1953__ 1, 121, 700 
Appropriation estimate for 1953. e -- 5, 780, 000 
Increase or decrease from total appropriation, 1952__- 1, 180, 000 


Comparison of appropriation base with appropriation estimate for 1953 


Appropriation base | Appropriation esti- Tncrease or decreas 


for 1953 mate for 1953 
Activity 
Average Average Average 
posi- Amount posi- Amount posi- Amount 
tions trons tions 
Manufacture of coins (domestic) 530 | $2, 545, 900 844 | $3, 667, 600 34 $1, 121, 700 
2. Processing deposits and issues of mone- 
tary metals and coins 189 891, 900 189 | &Y1, YOO 
3. Protection of monetary metals and | 
coins . e 1t4 795, 900 164 795, GOO 
Refining gold and silver bullion 64 301, 600 64 301. 600 
5. Executive direction 12 123, 000 12 123, 000 
Increase over appropriation base 959 4, 658, 300 1, 273 5, 780, 000 314 1, 121, 700 
Adjustment in base (net) +30 — 58, 300 —30 +58, 300 
Total, appropriation 1952, and ap- 
propriation estimate for 1953 YS | 1 4, 600, 000 1,273 | 5,780, 000 284 1, 180, 000 


Does not include anticipated supplemental for 1952 to cover cost of authorized pay increases, 


Mr. Gary. Mrs. Ross, we are very glad to have you with us this 
morning and we shall be glad to hear from you at this time. 

Mrs. Ross. Thank vou, Mr. Chairman. I will be very glad to make 
2 Statement now to vou, 

Mr. Chairman and members of the committee, the activities of the 
Bureau of the Mint include the manufacture of coins, the receipt of 
deposits of gold and silver bullion, the safeguarding of the Govern- 
ment’s holdings of monetary metals, and the refining of gold and silver 
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bullion. The activities, other than coinage, remain at about the same 
level from vear to vear and the costs of these functions as a rule chanve 
little except as they reflect salary and wage increases. Therefore, i: 
is the mint’s major activity—production of coins for the country’s 
business transactions—which largely governs changes in the amount 
of appropriation requests from year to year. The committee wil! 
recognize, [ am sure, that the Mimt has no control over the demani(s 
made upon it for coins and has no alternative but to ask the Congress 
to appropriate funds in amounts considered necessary to supply thie 
country’s requirements for metal money. We have always request | 
the Congress to appropriate larger sums in peak periods of demand 
and accordingly have reduced our requests at times when the demani| 
has not been great. 

The coinage requirements of the country vary greatly from one 
period to another, and the variations sometimes are unpredictable and 
drastic. Changes in demand are usually rapid, whether up or down. 
But as a general rule, supported by mint experience, in times of peak 
business activity, when employment and income are high, the coin 
demand is large, and in times of slack business it declines. For example, 
at the beginning of World War IT requisitions amounted to about 
I}; billion pieces annually, but by the middle of the war, they totaled 
2'5 billion pieces a vear. After the war was over they began to decline, 
and by 1950 only a half billion coins were shipped from the mints into 
channels of trade. With the outbreak of the Korean aggression in 
1950, which was attended by a sharp increase in business activity, 
orders suddenly and drastically increased to a point where a billion 
and a half coins were required in the fiscal year 1951. Because of the 
variable requirements the mint has from time to time had to ask the 
Congress for supplemental appropriations. On the other hand, 
whenever they decline, the mint has reduced its operations and re- 
turned unused appropriations; as in the fiscal year 1950 when 
million dollars of its funds were unobligated. The mint has kept fait) 
with Congress in this respeet and will continue to do so. 

As before stated, the call for coins following the outbreak of tly 
Korean conflict increased sharply and during the fiscal year 1951 one 
and a half billion pieces were shipped to the banks, which was three 
times the quantity required in the preceding fiscal year. The current 
year was entered without reserve inventories of finished coins or of 
work in process. Although the Mint has substantially increased its 
production by hiring additional employees, by working overtime withi) 
the limits of available funds, and by improving manufacturing 
processes, the output during the first 6 months has failed to meet the 
requirements. The Treasurer of the United States and the Federa! 
Reserve banks and branches have rationed coins since the beginning 
of the current fiscal year due to inadequacy of supplies. This rationing 
has been necessary even though repeated country-wide appeals have 
been made to the public to return idle coins to the channels of trade 
in conformity with the suggestion of this committee in its report o1 
our 1952 appropriation request. We have had splendid cooperation 
from the press, from radio and television, as well as from banks and 
other business people, in our campaign to direct the public’s attention 
to the shortage of coins and the necessity for returning to circulation 
those sidetracked in piggy banks and other receptacles. It is, 0! 
course, difficult to appraise the actual results of the publicity campaig! 
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but, generally, there is much evidence that it had a very worth-while 
effect. Of course, as with all shortages, there were undoubtedly some 
instances where the campaign has prompted hoarding, but I feel sure 
these were in the minority. 

Nevertheless, the fact that the mint has not been able to meet the 
demand for coins has brought forth complaints from the banks and 
other business people inconvenienced by the shortage. This unsatis- 
factory condition can be remedied only by increasing the output of 
new coins. Accordingly, a supplemental appropriation of $505,000 
will be requested for the current year to provide for some increase in 
production, and also to pay part of the cost of salary and wage in- 
creases for classified and per diem workers. These increases in pay 
were granted subsequent to the passage of our 1952 Appropriation 
Act. If the supplemental request is granted total appropriations for 
the mint in 1952 will amount to $5,105,000. 

The estimate for 1953, $5,780,000, has been increased over the 
grant of 1952 for the purpose of augmenting the mint’s output of 
coins and avoiding thereby a recurrence of the shortage which has 
existed during the current year. The appropriation requested for 
1953 will permit producticn of approximately 2,000,000,000 coins, 
as compared with a production of approximately 1,700,000,000 in the 
current year, if the supplemental appropriation referred to above is 
eranted. 

We believe that production of approximately 2 billion coins in 1953 will 
meet the demand of that year, but it is not expected that this volume 
will provide restoration of normal reserves in the distribution channels, 
which have been wiped out during the recent months of coin shortages 
and while the rationing program has been in effect. The mints have 
now practically no coin reserves, and the balances in the Federal Re- 
serve banks and branches are extremely low. Their reserves will 
ultimately have to be replaced, and this will lay an additional burden 
upon the mint. 

We have been making a continuing effort, through our management 
program, to increase production and reduce costs in the mints. The 
results of this effort are best evidenced by the fact that while average 
salaries in the mints have increased about 70 percent in the last 5 years 
the unit cost of producing coins is now 6 percent less than were the 
costs 5 years ago. This reduction in costs has come about primarily 
as a result of improvements in our equipment and manufacturing 
processes, Which we shall be glad to explain later to the committee. 
The most significaat reduction in costs has been made at the Denver 
Mint, the one place where physical conditions permitted installation 
of high-powered ultra modern machinery. That mint has achieved a 
100-percent increase in output while reducing the working force 
about 36 percent. 

It should be emphasized that the other two mints, considering their 
lack of the high-powered equipment that Denver has, have con- 
tributed their full part to the over-all reduction of costs. In those 
mints such improved equipment as was possible has been adopted 
and also vastly improved operating procedures, many of which were 
the result of the inventive ingenuity of the officers and their staffs. 

The question may arise why there has not been undertaken for 
Philadelphia and San Francisco the procurement of the same modern 
machinery that obtains at Denver. In reference to Philadelphia, the 
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obstacle with which we have struggled for years has been madequate 
space. Your committee will recall that in 1949 the Congress, con- 
curring in our representation of the great need of a new mint at 
Philadelphia, authorized its construction, and funds were allotted 
for the purchase of a building site, but not for construction costs. 

Accordingly, a thorough investigation of building sites was made 
and the decision upon a selection was all but made, when the outbreak 
of hostilities started in Korea. We were notified by the Public 
Buildings Administration that, in conformity with a Government- 
wide policy regarding public buildings projects, the construction of 
a new mint would be indefinitely deferred. 

Forthwith, we initiated in my office—and brought into collaboration 
officers of the Philadelphia Mint—a thorough study to determine 
whether it would be possible and advisable to undertake to crowd large 
modern machinery into the limited space. That study discloses that 
the purchase of the equipment on the scale proposed, and its installa- 
tion together with necessary structural changes in the building would 
cost not less than $2 million—assuming that the required materials 
could be procured. 

It shows also that a considerable number of years of mass produc- 
tion of coins would be required to offset that expenditure in reduced 
operational costs. In view of our confident expectation that a new 
building will materialize it is plainly questionable whether such a 
heavy expenditure for structural work on the old building can be justi- 
fied. However, we are continuing our study with the idea that wavs 
may be devised whereby equipment comparable with that at Denver 
ean be procured, on perhaps a more moderate scale than was con- 
templated and with much less costly changes in the building. — In 
that case we would feel justified in coming before the Congress with 
request for funds to cover the expense. 

In reference to San Francisco, we do not contemplate a relatively 
large expansion there. The productive capacity of the mint’s ma- 
chinery, together with greatly improved operational methods that 
have been effected, is sufficient to meet the coinage demands of the 
area it serves. As replacements in machinery become necessary, 
improved types will be adopted. 

While the story, as outlined in this statement, with respect to the 
mint’s increased requirements for funds may seem out of line with the 
current necessity for economy, I beg you to consider the fact that an 
increased appropriation for coin production does not have the over-all 
effect of worsening the Government’s financial condition. The 
mint’s revenues from higher coin production increase, proportionately, 
at a much higher rate than does the increase in manufac turing costs. 
Revenue for the fiseal year 1953, which results chiefly from seigniorage 
in coinage, is estimated at approximately $83,000,000 as against an 
appropriation of $5,780,000 requested for operating expenses for that 
vear. 

CURRENT DEMAND FOR COINS 


Mr. Gary. Mrs. Ross, what is the current demand for coins? 

Mrs. Ross. Well, the current demand is very heavy and has been 
as you know all through this year. We have coined in the first half of 
the year 920,000,000 coins and have delivered 937,461,000. We have 
practically no reserves. About 34,000,000 in all the denominations 
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in the three mints combined which is just a pittance of a reserve. 
The demand is continuing to be heavy. 

Mr. Gary. Is the demand increasing, decreasing, or remaining 
relatively constant as compared with last vear? 

Mr. Howarp. Our demand this year was much higher than last 
year, we believe. We could only tell by the coins we produc ed. We 
could not meet the demand. The banks were rationing coins and in 
many cities they were out of coins. 

The demand is one thing and what we delivered is another. 1, per- 
sonally, believe the demand was heavier. You ask for present demand. 
Do vou mean January? 

Mrs. Ross. I think that is what the chairman means. 

Mr. Howarp. At this time of the year the demand is always light 
because we put so many coins into circulation for the Christmas sea- 
son that when January comes and trade is off, coms tend to go back 
into the banks. When we talk about the demand at this time, are 
demand is heavy relative to the demand for this time of the year 
compared with previous vears. But it is not a real heavy de ee 
compared with the Christmas season. 

Mrs. Ross. Mr. Chairman, ordinarily we have negligible orders 
immediately after Christmas. 


CAMPAIGN TO RETURN COINS TO CIRCULATION 


Mr. Gary. What campaigns do you have at the present time to 
bring these coins back into circulation? 

Mrs. Ross. At the moment we are not pursuing any campaign 
but in the first 6 months of this fiscal vear we put on a very aggressive 
and far-reaching campaign. | will have to ponder a minute to con- 
sider what agencies we handled these campaigns through. All of the 
news services broadcast our request to the public to return idle coins 
to circulation. All the radio and television agencies did the same 
thing. IL wrote the Girl Scouts and got them enlisted; and the mayors 
of the large cities; I addressed letters to them to get their parking 
meters emptied more frequently in order to get released the coins tied 
up; and all the tobacco companies, making an earnest appeal to the 
people to do the same thing. 

I wrote to all the banks, the Federal Reserve banks and branches 
explaining the reason for the coinage shortages and calling upon them 
to keep at a pam so far as they could, their coin re quirements. 
That is, to hold as few coins as possible in reserve. 

Lid | mention the Vending Machine Association? | wrote them 
pointing out it was to their special interest and the interest of the 
general public to keep the coins in circulation and to empty their 
machines frequently. 

And there are many other agencies. 

Mr. Gary. Do you contemplate putting on a similar campaign 
this vear when the demand increases after the seasonal low point? 

Mrs. Ross. We have to be discreet so we shall not wear out the 
effect of our effort by a constant publicity campaign. 

Mr. Gary. One of our forefathers has said, “Eternal vigilance is 
the price of freedom.” It may be necessary in this program, too. 

Mrs. Ross. I have pushed it vigorously the first 6 months of this 
year. The savings bond ageney, in publicity they sent out, in their 
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letter, calling upon children to convert their savings into some other 
form and to release small coins, was very great help indeed. 

Mr. Gary. To what extent have you worked in the schools? | 
would think the schools would be a very fruitful source of results jn 
that endeavor. 

Mrs. Ross. I have sent letters to schools all over the country and 
to universities—not just lately. 

Mr. Howarp. The savings— 

Mrs. Ross. Mr. Howard calls to my attention that the savinys 
bond agency in the sending out of letters to all the schools has made 
an appeal for savings in little banks to be turned into stamps and bonds. 
We had an understanding with them that they would do that. | 
personally, sometime ago, sent letters to the schools. I have not 
done that lately. I have been on the radio repeatedly and on tele- 
vision also. 

Mr. Gary. You have conducted a very satisfactory campaign. 
We discussed it when vou were here last vear and I have been pleased 
with the efforts that 1 have seen. 

Mrs. Ross. We have had many responses. I failed to mention 
chambers of commerce. Many chambers of commerce over thie 
country responded to my request and put on aggressive campaigns. 

Mr. Gary. I think it has been a very far-reaching campaign. 

Mrs. Ross. It was the junior chambers of commerce over thie 
country that lent very important assistance. 


COIN PRODUCTION AND DELIVERY 


Mr. Gary. I have no doubt that it has had considerable effect. 
Do you have a schedule of coin production and delivery for the firs’ 
6 months of 1952? 

Mrs. Ross. I have the total before me. But we have the schedule 
by months. 

Mr. Gary. Will you insert a tabulation of that kind in the record 
at this point? 

Mr. Russeuu. Yes sir. 

(The tabulation is as follows:) 


Schedule of coin production and deliveries, first half of fiscal year 1952 


| 

| Coins Coins 

151 | produced delivered 

| (pieces) (pieces 

a ee EE fy cer si se aa 

July. , me iitsieidesehiee sa cuglanaiiieias haces -| 122,751,527 | 144, 759, $92 
August sn , rH PO By PR BA SG ne 144, 808, 596 151, 501, 84 
September________- iP PRES EY gi aE Sa eT eh oe ah RR RH O03 
October its Bias ---| 189,750,536 | 188, 243, 4: 
November : : ‘ Z oF, Se a A | 180, 204, 036 | 174, 165, USS 

December paces SE LTT NE ctathbehs chamaiimst Tak Te | 118, 059 
Toul... ee se cbdtS ote hh Seg ER BOR e. O87; 81, 65 





Mrs. Ross. Mr. Chairman, you and the committee might be inter- 
ested to know that the pressure from the banks for a time was ver) 
strong and urgent. I wrote letters, as I told you, to the Federal 
Reserve banks and branches explaining the reasons for the coin 
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shortage and that we were making the utmost effort to remedy it 
and they have shown a great deal of patience since then. But there 
is no question they have suffered a great deal of inconvenience from 
the shortage. 

Mr. Howarp. It is rather nerve-wracking to be out of coin and be 
dependent on that campaign to get them in ‘and having the banks and 
everybody calling upon you. 

Mr. Gary. I do not think by any means we should depend entirely 
on that campaign. But I think it is a good idea to keep as many coins 
in circulation as you can. The more in circulation the less the short- 
age. A continuing campaign of that kind—probably not as intensified 
as you conducted it last year—but a continuing campaign would, 
perhaps, have some effect in keeping the matter before the public. 

Mrs. Ross. We have to carry it on discreetly, otherwise the im- 
pression gets out that we are discouraging thrift. You will be sur- 
prised how much reaction there has been charging us with discouraging 
thrift. I take the greatest pains to show we are not discouraging 
thrift but only requesting that people convert their small coin savings 
into other forms. 

Mr. Gary. They can deposit their savings in the banks or invest 
them in savings bonds. 

Mrs. Ross. We never fail to emphasize that but we get charges 
that we are discouraging thrift. 

Mr. Gary. I can very well see where your campaign and the savings 
bond campaign might work together. ‘They might adopt a slogan, 
“Put your pennies into savings bonds.” 

Mr. Canrieup. | think that is very well stated. It might be well 
for this committee to call this to the attention of Mr. Clark and his 
staff, 

Mrs. Ross. My letters will show that I have urged that they convert 
their savings into savings bonds and savings stamps which are pro- 
curable at the post offices. 

Mr. Howarp. And at the schools. 


PRODUCTION, DELIVERY, AND INVENTORY SUMMARY 


Mr. Gary. We will insert at this point in the record the tabulation 
dealing with production, delivery, and inventory summary for - 
fiseal year 1952-53 and appearing on pages 277-279 of the justifica 
tions. 

(‘The matter referred to follows: ) 


Production, delivery, and inventory summary, fiscal years 1952 and 1953 
Pieces 
Inventory beginning fiscal year 1952 ; : i : 51, 000, 000 


stimated production, fiseal years 1952 and 1953_____. 3, 325, 000, 000 


Total pieces available for delivery _ a 3, 376, 000, 0 0 
Estimated deliveries, fiseal years 1952 and 1953__ - — 3, 275, 000, 000 


Estimated inventory, close of fiscal 1953_________- : 101, 000, 000 


The following tabulation compares the average estimated deliveries during 
the fiseal years 1952 and 1953 with actual deliveries during the past 12 years: 
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Comparison of actual deliveries of coins during the period 1940 to 1951 with estimated 3 
deliveries during the fiscal years 1952 and 1953 a 


Fiseal vears: 


1952 and 1953 estimated deliveries pec year (average) ______ 


1951 actual deliveries 
1950 actual deliveries __ 
1949 actual deliveries 
1948 actual deliveries _ _- 
1947 actual deliveries _ __. 
1946 actual deliveries____ 
1945 actual deliveries. __ 
1944 actual deliveries 
1943 actual deliveries 
1942 actual deliveries ___ 
1941 actual deliveries _ _ 


1940 actual deliveries ___- 


Coinage activity during the 


fiscal year 1951, 


Number of piec:s 
delivered 


1, 637, 500,000 J 
seer hed, _.... 1, 522, 678, 000 : 
494, 963, 009 


produced, coins delivered, and balance at the end of the fiscal year, are shown i) 


the following table: 


Coinage activity at the United States mints, fiscal year 1951 


Denomination 


1 cent 

5 cents 
10 cents 
25 cents 
50 cents 


Total 


: _. 995,769,000 fe 5. 
% __. 1, 094, 941, 099 pol 
__. 1, 390, 354, 000 : 3 
_.. 2, 106, 859, 009 j 
e _ 2, 589, 259, 090 ” 
2, 309, 032, 009 , 
: _ 1, 773, 663, 099 
= . 1, 664, 027, 099 
. _ 1, 547,122, 009 
811, 488, 099 
with opening inventory, coins 
a 


Balance on 
hand July 


Coins pro- 
duced, fiscal 





Coins de- 
livered, fiseal 


The following tabulations show actual production and costs in 


estimated production and costs during the fiseal vears 1952 and 1953: 


Denomination 


1 cent 

5 cents 
10 cents 
25 cents 
5O cents 





Balance on 
hand Jun 


1, 1950 year 1951 year 1951 30, 1951 
Pieces Pieces Pieces Pieces u 
3054, 128, 264 865, 990, 570 1, 141, 669, 847 29, 448, ONT a 
74, 670, 886 40, 845, 462 96, 373, 397 19, 142. 951 . 
17, 081, 448 ) 57 178, 298, 652 524, 333 t 
6, 491, 628 77, 240, 517 | 1, 264, 483 
12, 801, 076 29, 095, 785 O35, 128 
416, 173, 302 1, 157,820,778 1, 522, 678, 198 51, 315, 882 7 
1951, and 
Actual domestic coinage, fiscal 1951 
Number of Cost per 
pieces pro- thousand Total cost 
duced pieces 
/ 
865, 990, 570 $1.21 $1, OF 
40), 845, 462 3. 22 131, 419 
161, 741, 2.10 338, GIS 
72, 013, 352 4.51 325 ( 
17, 229, 837 7. 59 130, 
( 
1, 157, 820, 778 1, 97¢ 


Total 


Estimated domestic coinage, fiscal 1952 


Denomination 


1 cent 

5 cents 
10 cents 
25 cents 
50 cents 


Total 
Equipment 


Total cost 


Number of 
pieces to be 


Cost per 
thousand 


Total cost 


produced pieces ! 
| 
916, 000, 000. | $1. 22 $1, 117, 100 
128, 000, OCO | 3. 25 415, 5") 
171, 000, 006 | 2.12 361, 9 
75, 000, OOO | 4.55 340, 4 
35, 000, 000 7. 65 267, | 
1, 325, 000, 000 2, 503, Wut 
| 100, 00 
2, 603, UO 


! Unit cost increases, over 1951, due to per annum salary increases. 
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Estimated domestic coinage, fiscal 1953 


west Number of Cost per 
Denomination | pieces to be | thousand Total cost 
produced | _ pieces 


1 cent... ‘ s 1, 379, 000, 000 $1.16 $1, 592, 900 
5 cents . 191, 600, 000 3.05 581, 800 
10 cents_---- ae | 260, 000, 000 | 1.99 517, 600 
25 cents..--- ee : 116, 000, 000 4.19 486, 300 
50 cents_------ ve: are ; 54, 600, 000 | 388, 900 


Total... | 2, 000, 000, 000 3, 567, 600 
Equipment------ ‘ ‘ pete 100, 000 


ye eae bashes : as ; ‘ 3, 667, 600 


FLOOR SPACE IN MINTS 


Mr. Gary. How much space in cubic and square feet do you have 
at each of the three mints? 

Mr. Howarpb. We would have to insert that in the record, sir. We 
do not have it with us. 

Mr. Witson. Off the record, Mr. Chairman. 

(Discussion off the record.) 

Mr. Gary. We would like to have a statement in the record show- 
ing the cubie and square feet of space you have in the three mints 
and, if possible, break it down into operating space, storage space, and 
the space used for offices or other purposes in each of the three mints. 

Mr. Howarp. May I ask a question now to get the matter straight. 
You mentioned coinage space. 

Mr. Wiison. Storage space. 

Mr. Howarp. For production of coins. 

Mr. Witson. I meant for production of any of your metals. 

Mrs. Ross. Any functions. 

Mr. Witson. Actual production. You know what I mean by 
production. 

Mr. Howarp. That is right. 

Mr. Witson. That doesn’t mean administrative or office supplies, 
Actual production for whatever uses you may have. 

Mr. Howarp. Yes. 

Mr. Witson. It is very important when we get into the economy 
of production and the economics of expansion —if it can all be done in 
one statement we will not have to raise it again. 

Mr. Howarp. Refining space was what I had in mind. 

Mr. Witson. Yes. Could we get out to San Francisco. That is 
probably all we have and we use the craftsmen for that purpose. You 
cannot produce efficiently at San Francisco. That cannot be done. 

Off the record. 

(Discussion off the record.) 

(The matter referred to follows:) 


938980—52- 
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Approximate distribution of total space in the mints in square feet of floor arca 





Philadelphia Denver San Franciseo 
mint mint mint 
Operating space !_- 5 d 93, 000 | 62,000 | 55, 000 
Vault and storage space 36, ooo |. 37, 000 | 30, 000 
Offices : . 7, 000 | 6, 000 | 5. 000 
All other; locker space, toilets, lunchroom, first-aid room, ete 2 52, 000 | 9,000 | 5. O00 
Total space aia 188, 000 | 114, 000 | 95, 000 
| | 


| 


1 Structural differences between the 3 mints affect the usability of available operating space for (1) heayy 
mi anufac turing equipment, and (2) the space required for individual or integrated pieces of such e quipment 
2 This consists chietly of attic space, and low headroom areas over vaults not usable for operating, 

an 1d storage, or office space. 





IDLE MACHINERY 


Mr. Gary. Several representatives of the committee have visited 
the Philadelphia Mint and in each instance they have reported some 
stamping machine equipment that is not inuse. They have suggested 
that this equipment is badly needed in Denver and if it were moved 
from Philadelphia to Denver it could be put to work immediately. 
Have you considered such a move? 

Mr. Howarp. We have shipped some presses in the past from 
Philadelphia to San Francisco and installed there the old presses that 
were referred to a few minutes ago. The problem that comes up in 
shipping presses is this: You have old presses and new presses. You 
cannot very well take Philadelphia’s newest presses and ship them out 
to Denver so we would be shipping the old presses out there. We do 
need some extra presses in Denver and we have contemplated buying 
them some time in the future when we had money. So far we have 
been able, due to a shortage in our melting capacity, to coin our out- 
put. The coining capacity we now have is equal to the melting 
capacity. 

Mrs. Ross. Two shifts on melting. 

Mr. Howarp. Two shifts in the coining room and three in melting. 
We could ship presses out there but it is expensive. It would ruin the 
morale of the place to ship new presses from Philadelphia and wi 
believe it would not be a good move to make. 

Mr. Gary. What presses have you idle in Philadelphia? 

Mr. Howarp. Our presses in Philadelphia which would be idle 
would be the older presses. 

Mr. Gary. Couldn’t they be used temporarily in Denver? 

Mr. Howarp. It would be an expensive proposition to tear thei 
out and ship them to Denver and set them up out there. They weigh 
many tons. 

Mrs. Ross. Installation is expensive. 

Mr. Gary. Do you have any new presses in Philadelphia making 
pennies? 


Mrs. Ross. Yes. 


EFFICIENT OPERATION IN DENVER 


Mr. Gary. You can make them for half the price in Denver. 

How do you account for that? 

Mr. Howarp. There are two ways to account for it. We have an 
efficient operation in Denver put in there at the end of the war. We 
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have not had time to bring Philadelphia up to the efficient production 
that we have in Denver. We would like to. We asked for a new 
mint at the end of the war and thought we were at the point where we 
were going to get it but because of the Korean incident that has been 
postponed. We would like to have just as efficient an operation in 
Philadelphia as in Denver. 

We have made 56 percent of the coins this vear in Denver. We 
have been working Denver to the full capacity out there. Our melt- 
ing Was somewhat short. We had two furnaces on order, not delivered. 
They have been delivered now and will be installed. We have used 
Denver to the full capacity we can, 

There is another factor that enters in. It is the shipping weight 
of coins. ‘The shipping rate is terrific. Philadelphia can still operate 
on their higher price and still ship some of the coins to the eastern 
seaboard at about the same rate that vou can produce them in Denver 
and pay the shipping rate. 

Mr. Witson. [ was told they could make them for less in Denver 
and ship them than they could in Philadelphia. 

Mr. Howarp. Denver can produce 1-cent pieces and do that. We 
have a schedule showing that for each situation in the country. They 
can produce and pay the shipping cost and still ship them to the 
Philadelphia district at less than Philadelphia can produce them. 

Mr. Witson. Does it cost more to ship a l-cent piece than a 10- 
cent piece? 

Mr. Howarp. No. But the relative efficiency of Denver is much 
less on a 10-cent piece than on a l-cent piece. Denver can produce 
l-cent pieces much cheaper than Philadelphia. 

Mr. Witson. Why is that? 

Mr. Howarp. Because the operation on silver is somewhat different 
from the operation on bronze and they do not have the same ad- 
vantage on the silver operation with these large rolling mills in Denver. 

Mr. Gary. The great saving in pennies is in your rolling mills. 
Isn’t it? 

Mr. Howarp. Rolling and melting and the use of a large ingot and 
mechanical handling in Denver. 

Mr. Gary. You have small rolling presses in Philadelphia that only 
handle small ingots? 

Mr. Howanrp. That ts right. 

Mr. Gary. Whereas in Denver you have large mills that handle 
larger ingots, that is the chief saving in your operation? 

Mr. Howarp. That is right. We bought this equipment mainly to 
produce bronze. We thought that we would be able to do a much 
better job with it probably than we had been doing on silver. These 
rolling mills in Denver are better for producing l-cent pieces. 

Mrs. Ross. You realize the predominant demand is for l-cent pieces? 

Mr. Witson. | also realize what they can do with I-cent pieces 
they can do with silver, too. 


INEFFICIENCY OF OTHER PLANTS 


Mr. Howarp. You can, to a certain extent. A silver coin has a 
tolerance, and segregation creates problems. in putting the equipment 
in Denver we knew all that and know how efficient it is and would like 
to have the same type of equipment evervwhere. But, as far as coin- 
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ing was concerned, that was quite a revolutionary move when we 
put that in there and we did not know whether it would work on silver 
and nickel. That claim was not made by the concern we bought 
from. We went outside and talked to others about it. 

We put it in Denver and it is revolutionary and we would like to 
put it into Philadelphia but circumstances have prevented us putting 
it in there so we are in the middle of being criticized for the inefficienc\ 
of the other two plants for the efficiency at Denver. Give us time and 
‘ve will build them up to equal it. 

Mr. Witson. You misinterpreted my remarks. My remarks o/{ 
the record were for the purpose of making use of the people in the 
plants. The important criticism is that the other two plants are not 
producing. We are interested in the most economical production of 
coins we can get. I have some ideas along that line for legislation. 
There is no way you can justify some of the things you have done in 
Philadelphia. I don’t know why you continue to try to justify them 
There are reasons for them and I am going to suggest we get a produc- 
tion inspector and probably some people who know about coins to 
meet with some from your own plants to draw up some suggestions 
There are several things you can do and part of it is the responsibility 
of the committee and not of your program. I am willing to assume 
such responsibility that we are responsible for but I think the com- 
mittee will probably go along in helping in any way the efficiency of 
production of coins in Denver, San Francisco, or Philadelphia if it 
means a complete new lay-out. 


OPERATIONS LIMITED IN SAN FRANCISCO PLANT 


Mr. Howarp. We would like to have a new lay-out and a new mint 
in Philadelphia and, Mr. Congressman, I am not trying: to defend the 
operations in San Francisco and Philadelphia as compared to Denver 
What I was trying to point out was we have reduced costs on thie 
operation and we are doing the best we can with what we have in 
Philadelphia and San Francisco. That San Francisco Mint, because 
of its location, is of necessity limited. 

Mr. Fernanpez. The area is limited. 

Mr. Howarp. It only has six cities to which it supplies coins. At 
the time the mint was built they were much smaller than they ar 
today. World War II came along and developed the west cous! 
considerably and there is more of a job there than contemplated when 
the mint was built. But the question of San Francisco ever becoming 
a large-scale producer is doubtful because of the limited area which 11 
serves. And the deciding mark will show how much it will produce 
having regard to the shipping rates from Denver. 

Mr. Fernanpez. You said, “Give us time.’’ You need more then 
time. You need money. 

Mr. Howarp. Yes. 

Mr. Fernanpez. In San Francisco you have these melting furnaces 
that do not melt at the same rate with the Denver furnaces. This can 
be changed without changing the whole operation. The question fo! 
the committee is whether or not in its limited capacity and with the 
limited area, these expenditures are justified and whether or not witli 
these expenditures they would operate so efficiently that it would | 


justified in making the expenditures and continuing that operation for 


that limited area. 
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Mrs. Ross. I think that is the essence of the problem. 

Mr. Howarp. Mr. Fernandez, I might say that when we do con- 
template a change in equipment, one of the factors that we do take 
into consideration is the cost at which we are now producing and the 
cost we would have if we were using different type of equipment and 
then attempt to amortize over a period that difference in cost. That 
would decide whether it was an efficient purpose. 

Mr. FerNnanpez. Just now, I suppose, you are not asking for money 
to make these changes in San Francisco at this time. 

Mr. Howarp. Mr. Fernandez, our equipment money has been cut 
for the past 2 years and at the present time you could not buy much 
equipment if you had the money. 


SURVEY NEEDED ON SAN FRANCISCO SITUATION 


Mr. FerNANDEZ. So it is academic at the moment; but in time 
ought to have an expert study as to what we could do with that 
plont before the committee could take action. 

Mrs. Ross. And whether the expenditure would be justified in the 
savings that would accrue from reduced building expenses. 

Mr. Witson. That is the essence of it. 

Mrs. Ross. I think, in order to install that heavy rolling equip- 
ment an extension of the mint would be required on the ground floor. 

Mr. Fernanpez. In San Francisco you cannot expand. There is 
not much room. It is on top of a little hill and there is no ground 
anywhere. 

Mrs. Ross. There is not very much room but we have talked about 
extending the building out over the parking spaces. It would be very 
difficult to do but it would have to be enlarged to house it. 


VARIANCE IN WAGES 


Mr. Canrisip. Dr. Howard, I have one question on this point. Is 
there a difference in wages being paid at these three plants? 

\Ir. Howarp. Denver is a low-wage area. 

Mr. Canrienp. And that is a contributing factor? 

Mrs. Ross. There are so many factors. 

Mr. Canrisup. Philadelphia is the highest? 

Mr. Howarp. Philadelphia and Denver are on a par. 

In the Denver area there has been a considerably wide increase and 
we have granted a wage increase this year and their rates are not as 
much out of line as before. Their costs for labor will go up. 1 
believe this is something we should call to the committee’s attention 
and I again want to say that we are not calling it to your attention to 
make an excuse. But the mint’s workload increased during the 
thirties mainly because of several factors—the advent of the sales tax, 
cash-and-carry merchandising which was a new thing starting in the 
twenties, and the advent of vending machines. 

Mr. Canrretp. One-arm bandits. 

Mr. Howarp. And the change in checking account charges, 
et cetera. 

NEW MINT PLANNED IN 1941 


We realized, back in the late thirties and especially after there 
Was some indication of war in Europe that we needed new facilities. 
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We surveyed the situation and we decided that we could not 
do much with the old mint at Philadelphia because it had been built 
in 1901 and was out of date at that time. We figured that we could 
not do much at San Francisco and we did not need to do much at San 
Francisco because the demand was not heavy at that point. Denver 
was some distance from the industrial centers in the central part of 
the United States—Detroit, Cleveland, and that area. 

We took various cities in the United States and used them as basing 
points and checked freight rates for coins. We tried to decide where 
we should build a new mint instead of fooling with these older build- 
ings. Asa result of that study we came up with a proposition for a 
new mint to be constructed in the central part of the United States 
and I might say a bill was introduced to build such a mint on January 
22, 1941. That was, as you can see, well before we got into World 
War II. 

The mint was never authorized. To be perfectly frank, the reason 
it was not authorized was that opposition to it was put forth by the 
cities where the mints were then located or by the State delegations in 
which those cities were represented. In other words, to make it more 
plain, those from Pennsylvania, Colorado, and California. They did 
not want another mint. 

After a couple of years, or 3 years’ time, we saw we were not going 
to get that mint and we knew we had to do something so we started 
expanding. Our first expansion was in Philadelphia where we spent 
quite a bit of money roofing over courtyards. 

We got to the point where we needed more expansion and we had 
a survey made and found out that if we spent half a million dollars in 
Philadelphia we could just about straighten out some of the operations 
we had, but could not get much increase in production. It was at that 
time we went to Denver. The main reason we went to Denver was 
that we had a lot adjacent to the mint that we could get. 

Mrs. Ross. Excuse me for interrupting. The property was readily 
purchasable. It was adjacent to the mint. When vou say you lad 
a lot vou mean we had to acquire property and it was the only locality 
where we could secure property contiguous. 

Mr. Wiison. You have confirmed everything I said when you 
spoke of the opposition in 1941. We were operating under different 
circumstances and that is merely a confirmation of my contention. 
Because certain parts of the country are not conducive to the manu- 
facture of coins efficiently, the taxpaver and the United States should 
not be compelled to support an inefficient operation because two or 
three localities do not want to change. We will always have that. 

That plan was pretty well formed to have it around Anderson, Ind. 
[ am not defending a plant there. I do not care where vou go so long 
as you get the most efficient production of coins. That is one thing 
this committee and every committee will have to work toward 
more efficient operation in every department. I commend you people 
for working for less money than last year but it does not mean we 
could not work for less. 


EFFICIENCY FROM NEW PLANT 


Mr. Passman. If and when your plans materialize for this new 
plant at Philadelphia, will you be able to operate with as great efli- 
ciency as Denver? 
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Mrs. Ross. Oh, yes. Undoubtedly we shall be able to operate there 
as efficiently and we think that with the new equipment that is now 
on the market maybe more so. 

Mr. Passman. Your plans for the Philadelphia expansion have 
been held up on account of the Korean incident? 

Mrs. Ross. That is true and we have learned much from experience 
in working with that equipment out in Denver. It was revolutionary 
in character. The idea originated in my office of installing that 
equipment and there were many people throughout the field, many of 
our skilled and faithful emplovees who had serious doubts and ex- 
pressed them that it would ever be practicable and effective. But 
that equipment has turned out to be more effective than was ever 
claimed for it by its manufacturers. 

Mr. Gary. You say it can be done at Philadelphia and Philadelphia 
is a high-wage area? 

Mr. Passman. Freight rates will off set that. 

Mrs. Ross. There is not a great difference in the pay of any of our 
employees. There has been considerable difference as between 
Denver and the others. But in the Denver area pay rates have been 
increased. I do not think that would be a factor—the difference in 
pay. 

Mr. Passman. Off the record. 

(Discussion off the record.) 


CHANGES IN LAY-OUT 


Mr. Gray. What changes in the physical lay-out of the mints are 
contemplated to effect reduced unit costs. 

Mrs. Ross. As I told you in my general statement, we have been 
making a thorough study of the questions whether or not it would 
be advisable to try to crowd new machinery in the old Philadelphia 
Mint, even though the space is limited. 

Mr. Gary. But you do not contemplate any changes immediately? 

Mrs. Ross. Of course, we would have to come before you with new 
plans. 

Mr. Gary. Is any new equipment being purchased at the present 
time? 

Mrs. Ross. Very little. 

Mr. Gary. Is there any new equipment in this budget estimate? 

Mrs. Ross. Mr. Howard 

Mr. Howarp. There is $100,000 for new equipment. 

Mr. Gary. What is that for? 

Mr. Howarp. We have to purchase a lot of small items. We do not 
know exactly what items they will be. 

Mr. Russevy. | am familiar with that equipment item in the 
budget. What happened was that we asked the three mints to submit 
to us a list of the items that they would want included in the 1953 
budget. They came in with quite a considerable amount of equip- 
ment. It totaled about $550,000. We were operating under a budget 
ceiling and knew that it had to be trimmed down. It was trimmed 
down to the point where we now have in the budget this $100,000. 
That will be used to purchase items which, when fiscal 1953 comes, are 
the most needed items, such as replacements for pieces of equipment 
that break down in the mints. It does not contemplate the purchase 
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of new production equipment of the type we have previously been 
referring to. 
WORKING HOURS IN DENVER PLANT 


Mr. Gary. What hours does the Denver Mint operate on at tie 
present time? 

Mr. Howarp. We are on different hours in different sections, My. 
Chairman. 

Mrs. Ross. In different divisions. 

Mr. Howarp. In the Melting Division we are operating 16 hours 
a day there still. We were operating 24 hours a day the first half |i 
we have had to cut back considerably because we shot the works in 
the first 6 months. That is when our heavy demand is, crop moving 
and the Christmas trade. Now, we are back to a regular operation in 
the rolling room. That is an 8-hour operation and we are running ou 
pressroom somewhat over an 8-hour shift. 


FLOW OF MATERIALS 


Mr. Gary. A recent study by this committee’s staff indicates that 
considerable time savings could be realized by rescheduling the flow of 
materials and by eliminating one or more of the trips to the weighing 
point. Have vou made any studies to this end? 

Mr. Howarp. We have made a lot of studies of weighing and there 
are a lot of pros and cons on it. We weigh for two purposes; one is for 
cost control and the other is to get protection. We do not weigh al! 
materials the same number of times. Silver gets more weighing than 
bronze. We have eliminated some of our weighing. I do not know 
what the investigators for the committee had in mind eliminating. 
We can eliminate and take a calculated risk with silver but our protec- 
tion and control of silver coin is based on weighing. We weigh in and 
weigh out on each operation after the material gets to the point where 
it can be filched. 

Mr. Gary. What about the rescheduling of the flow of materials? 

Mr. Howarp. Mr. Congressman, we work on that all the tiny 
We have some very good men and I think we have about as good 
flow of material as we can get. We are open to any suggestions. 

Mrs. Ross. Mr. Tate might say something on that. . 

Mr. Tarr. We would need to know exactly what they had in mind, 
Mrs. Ross. There have been a number of inprovements made in the 
scheduling of material flow but I do not know offhand what else we 
could do with that suggestion without having more specific infor- 
mation. 

SURVEYS OF MINTS 


Mr. Gary. Have you had any outside surveys made recently by 
engineering firms? 

Mrs. Ross. We have had surveys made by manufacturers of equip- 
ment such as we would require. We have had them come into thc 
Philadelphia Mint and survey the premises and figure with us on what 
could be done to replace machinery there with better machinery. 

Mr. Gary. Have you ever engaged any firm of engineers as ¢o!)- 
sultants in an effort to increase efficiency? 

Mrs. Ross. They have in past years. Engineers have come ito 
our plants. We have an improvement committee which is compose! 
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of keymen in the mint field and in my office. We call it the Improve- 
ment Committee. They go out into all the field institutions and 
study the procedures that are followed with a view to making im- 
provements. 

Mr. Gary. How long has it been since one of these surveys has 
been made. 

Mrs. Ross. Mr. Tate sitting here is the chairman of that com- 
mittee. 

Mr. Tare. It was in 1949. This committee went out to San 
Francisco and into the other mints and made about 150 recommenda- 
tions for improvements, and a majority have been put into effect. 

Mrs. Ross. And we have followed them up. 

Mr. Russsiu. You have been out there since then. 

Mr. Tare. Yes. The full committee was out then for nearly 
months, and others have been out since. 

Mrs. Ross. We have in all our mints scientific men who have been 
edueated in the finest metallurgical schools in the country. A good 
many of them are from the Colorado School of Mines and they are 
devoted to one objective. That is to make the mints as efficient as 
they can under all the conditions that prevail. I cannot imagine that 
there could be picked out from people unacquainted with our service 
experts who could go into the mint field and revolutionize our pro- 
cedure to advantage. 


REVOLUTIONIZING PROCEDURES 


Mr. Gary. It is not a question of revolutionizing your procedures. 
But there are always possibilities of improvements and very fre- 
quently some outsider who is not working on a particular project 
continuously can see improvements. 

Mrs. Ross. I am sure that is true. But when it comes to taking 
the conclusions of so-called experts as infallible; because I do not 
know how anyone can be an expert on coinage operations who has 
not been doing that work—how that can be, I cannot believe it would 
be sound to think it. 

Mr. Howarp. The nearest operations to our operations up to a 
certain point is the rolling mills industry and we have had from time 
to time people from these mills in to survey our plants. We have 
our technical men visit them. They are very cooperative in giving 
us all the information we ask for and give us any rolling schedules or 
any help and some of them have actually visited our plants. I might 
vive two examples on that. I will not mention the companies. 

When we first installed the Denver equipment we did not have 
the experience in running it. Our coiner went to one of these rolling 
mills in which they gave him all the rolling schedules and everything 
else he asked for. The »y told him all the tricks. He told them where 
he had difficulty and they helped him. Secondly, this fall, as late as 
November, our technical people were out visiting one of the largest 
brass mills in the East and there again they gave us all the information 
we wanted. They told us how they had overcome certain difficulties. 
We were permitted to study their plant and told them the kind of 
problem we had. 

I think we are getting the best advice we can get. In that way an 
efficiently expert might pick up certain things from these companies 
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that are actually doing the job. I believe they have men better 
qualified to tell us what our problems are and so forth and make sug- 
gestions than an efficiency expert with no rolling mill experience, 


SURVEY MADE BY COMMITTEE 


Mr. Gary. You will be interested to know that this committee did 
have a staff survey made of your three mints. 

Mrs. Ross. Of course, we know that. 

Mr. Gary. And they reported: (1) That the utilization of machinery 
and space under prevailing euliine is reasonably good; (2) that the 
Steen minting facilities are adequate as to productive ¢ capacity ; 

) that the capital expenditure required to make any large saving in 
operating cost seems to be too large for consideration at this time: 

4) that sufficient inventories of metals in process and finished coin 
eae be established so that coin manufacturing operations can be 
stabilized to a greater extent; and (5) that the management and 
operations of the mints as prese ntly conducted are reasonably good 

Mr. Howarp. Thank you, sir. 

Mrs. Ross. We appreciate the kind remarks. 

Mr. Canrre.p. | would like to say here that I am glad to have the 
chairman’s summation of the report and comment on the idea of 
bringing in outside efficiency experts. I do not want to see you get 
like the Post Office Department which has never had a welcome 
sign out for efficiency experts. They seem to have a resistance to 
that and the results speak for themselves. 

Mrs. Ross. May I say something off the record? 

(Off the record discussion). 


HIRING AND FIRING 


Mr. Gary. Mrs. Ross, the following paragraph appeared in our 
report last year: 


The committee is concerned over the hiring and firing of employees by the 
Bureau of the Mint as the demand for coin rises and falls. This certainly does 
not contribute anything to the morale of the employees in the several mints 
The committee believes that some utilization of facilities of outside firms during 
period of peak demand might result in more stable employment conditions in al! 
the mints. Therefore, it is requested the Director of the Mint investigate thi 
possibility of some such arrangement and report back with her reeommendations 
and findings next year. 


Have you done that? 

Mrs. Ross. I have borne in mind that request and have a report to 
hand you. Would you like to have me read it? 

Mr. Gary. Yes. ‘If you please. 

Mrs. Ross. It is a little long. [Reading:] 

JANUARY 16, 1952. 
Hon. J. VAauGHAN Gaky, 
Chairman, Treasury-Post Office Subcommittee, 
Committee on Appropriations, House of Representatives, 
Washington, D. C. 

Dear Mr. Gary: In Committee Report No. 272, Eighty-second Congress, 
first session, there appeared the following statement: 

The Committee is concerned over the ‘ ‘hiring and firing’ of emplovees by the 
Bureau of the Mint as the demand for coins rises and falls. This certainly does 
not contribute anything to the morale of the employees in the several mints. 
The committee believes that some utilization of the facilities of outside firms 
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during periods of peak demand might result in more stable employment con 
ditions in all of the mints. ‘Therefore, it is requested that the Director of the 
Mint investigate the possibilities of such arrangements and report back with her 
recommendations and findings at the hearings next vear. 

It has been our policy to adjust our personnel as pronounced changes occur 
in the workload laid upon the mint. In a 10-vear period, including World War I], 
an unprecedentedly heavy demand upon coinage and other mint functions required 
the employment of around 4,000 emplovees. At the close of the war, there 
started a pronounced decline in the coin demand, extending over about 5 vears, 
which called for a reduction of the force to around 1,000, the approximate number 
now employed. Should there occur again, in the future, such abnormal conditions 
as occasioned the extreme variations in coinage and other functions, it is clear 
that under present operating procedures they would not necessitate such wide 
variations in personnel requirements as were experienced in that 10-year period. 

We have in recent vears adopted new, modern machinery, and improved 
operational methods, all revolutionary in character, which have definitely reduced 
personnel needs and limited fluctuations in the number of employees. 

At the Denver Mint, the one place where physical conditions permitted the 
installation of modern high-powered melting and rolling equipment, we have been 
able to increase production by 100 percent with a force 36 percent below that of 
1947. Personnel requirements have been reduced at the other mints also, com- 
mensurately with the improved operational methods and improved equipment 
which has been installed insofar as floor space and related factors permitted. The 
estimate we now make that in fiscal vear 1953 with a maximum of 1,350 emplovees 
we can make 2 billion coins would have been impossible 5 vears ago. 

Another recourse which we have employed considerably of late serves to stabilize 
personnel needs while holding down costs; that is, to work trained emplovees 
overtime in periods when the workload is unusually heavy, rather than to take on 
new employees temporarily. (We have found from experience during the past 2 
years that, within certain limits, it is cheaper to work trained employees overtime 
than to hire and train new people in minting processes.) 

It is obviously impossible to keep an absolutely fixed number of emplovees on 
funetions of a factorylike nature. Kmplovee morale, however, in the mints and 
elsewhere, will suffer much less damage by reason of the Government-wide poliey, 
directed by the Congress after the outbreak of the Korean war, which established 
the practice of hiring new workers on a temporary or indefinite basis. This assures 
their awareness that their services will be terminated when no longer required. 
It assures also the awareness of older employees that they will not be replaced by 
new workers. 

Further in connection with the suggestion advanced last year by one of the 
members of this committee of the possible advisability of utilizing outside facilities 
in certain processes of coinage, it was explained, you may reeall, that the mint 
had, in years past employed the policy of purchasing blanks from outside industry , 
and abandoned it because it was found to be more costly to do so and otherwise 
unsatisfactory. Accordingly, the Congress appropriated funds to provide the 
required melting and rolling equipment to enable the mint to produce within it 
own institutions all blanks required. The cost factor, except for the hiring anc 
firing factor, we recognize to be of paramount importance. The cost of (1) pur- 
chasing blanks or (2) purchasing rolled strip from outside industry is shown in the 
following tables together with the over-all eost of manufacturing in the mint 
One-cent pieces included in the appropriation request for 1953 amount to 69 per- 
cent of the total coins to be manufactured and comparative costs are shown for 
that denomination. 
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Purchase of bronze (1-cent) blanks from outside industry } 


Cost if all work is done in the mint: 


1,379,000,000 1-cent pieces, at $1.16 per 1,000 cost_....__._.__ $1, 592, 900 
or 
9,456,000 pounds, at $0.1685 per pound cost_________-______- 1, 592, 900 
Je) GE Ee SAP ae tee Re Oe ea ba 1, 592, 900 
Cost if blanks are purchased from outside manufacturers: 
Cost of blanks, 9,456,000 pounds, at $0.2748 2? per pound___.___ 2, 598, 504) 
Cost of stamping and finishing in the mint, at $0.3234 per 1,000_ 446, 012 
Total __ fen ioteey 3, 044, 52! 


1, 592, 900 


: on ccae RBS, 621 


Deduct: Total cost if all work done in mint__- 
Excess cost of buying blanks outside___ ____ 


! Meta! costs excluded in all calculations. 
? Latest actual cost charged to the mint by outside industry, on a competitive bid basis, in fiseal 1942 
Although similar costs may be higher at the present time, they are used here at the actual 1942 rate. 


Purchase of rolled bronze (1-cent) strip from outside industry } 


In connection with the purchase of rolled strip, consideration must be given 
to the fact that approximately 70 percent of the strip can be punched out in the 
form of good blanks, and the remaining 30 percent will be scrap material which 
must either be returned to the producer or remelted and completely processed i: 
the mint. For the purpose of avoiding the additional transportation cost of 
returning scrap to the producer, it will be assumed that it would be remelted in 
the mint. In this comparison, costs are therefore shown for (1) the cost of pro- 
ducing fiscal year 1953 requirements entirely by the mints, and (2) the cost of 
producing 70 percent of the requirements from blanks cut frora strips purchased 
from outside concerns, and 30 percent from scrap remelted and processed entirely 
by the mint. 


Cost if all work is done in the mint: 


1,379,000,000 1-cent pieces, at $1.16 per 1,000 coins $1, 592, 900 


or 
9,456,000 pounds, at $0.1685 per pound , 1, 592, 900 
Total : 1, 592, 900 


Cost if rolled strip is purchased: MaUAy! hire Say ine Got eee 
Cost of 9,456,000 pounds of rolled bronze strips, at $0.172925 2 


per pound ‘ —- 1, 635, 179 

Cost of blanking all strips, and processing 70 percent good blanks, 
965,300,000 pieces, into finished coins, at $0.5684 per 1,000__ 548, 677 

Cost of entire melting and processing of 30 percent of strips 
413,700,000 pieces, at $1.16 per 1,000__- : 479, 892 
Total : 2, 663, 748 
Deduct: Total cost if all work done in mint 1, 592, 900 
Excess cost of buying strips outside 1, 070, 845 


' Metal costs excluded in all calculations. 

? Metal cost from daily publication American Metal Market for Dec. 31, 1951. The following stat 
ment appears over the prices listed in the publication: ‘‘The base prices on copper, brass, bronze, and nick 
silver products shown below are those published by leading fabricators and are generally in conforma: 
with C PR-68 as issued by OPS, effective Aug. 23, 1951. 


The tabulations presented above assume that the amount of bronze blanks o1 
strip procured from outside sources would be equal to total bronze productio! 
For any portion of the total production so obtained, the excess cost would be at 
approximately the same ratio to the total excess costs indicated. 

For both comparisons shown above, (1) puschase of blanks and (2) purchase 
of strip, the cost of extra transportation charges has been excluded, since that 
cost is not definitely known. However, it is apparent that the inclusion of suc! 
transportation charges would increase the cost of buying blanks or strips, sinc 
the weight of packing materials, and special packing costs, would be included 
The cost of unpacking, weighing, and special handling in the mint has also bee 
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excluded. These costs together with the extra transportation costs would result 
in an increase in the excess cost for each type of transaction. 

Since future changes in personnel requirements of the mints are expected to be 
far less drastic than in the past, and since employment practices now in effect 
are expected to eliminate or greatly reduce damage to employee morale when 
fluctuations in personnel do occur, we are confident that when future adjustmeats 
in manpower become necessary, little difficulty will be experienced. 

In view of the facts as presented above, I respectfully submit the opinion that 
it would not be in the public interest to alter the policy now pursued by the mint 
of fabricating all the metal required for the production of coins. 

Very truly yours, 
NELLIE TAYLOE Ross, 
Director of the Mint. 


NUMBER OF MINT EMPLOYEES 
Mr. Gary. Mrs. Ross, can you furnish for the record a tabulation 
of the number of employees in the mint service each year up to 1951? 
Mrs. Ross. I will be glad to. 
(The matter referred to follows: ) 


Number of employees in the Mint Service during the following years 





June 30— Employees | June 30-—-Continued Employees 
1935__- ie ae . 1, 853 1944 2, 941 
1936__- 1, 152 1945____- 3, 736 
19387... ; at 1. 213 1946... __- . 2 547 
1938_ . 1, 068 1947_. ; : 1, 783 
1939___ ee : . 1,073 1948. 2 . 3, 266 
1940__. ae eee . 1,048 1949 _ E272 
1941. nn, ee 2, 428 1950- 943 
1942 2; 1123 1951_ 966 
1943. 2, 188 


Number of Mint Service employees on the rolls, by month, during the fiscal year 1951 


Employees Employees 
July 1950_ _ _- -.s-s-. Boe; January 1951_........_- . 956 
August 1950. __ __. ; : 928 | February 1951__._______. _ 956 
September 1950 --.. 949)} Mareh:1951_ __._-.- 955 
October 1950_ — __ - ere : 962 | April 1951__.____.______-- 954 
November 1950 O06) May-i0ol._........-.- 952 
December 1950 2. 9GL Pp sane-teo. 2 ............ _. 966 


NEW POSITIONS REQUESTED 


Mr. Gary. How much money have you spent on overtime during 
the first 6 months of this vear? 

Mrs. Ross. About $175,000, Mr. Chairman, for 6 months. 

Mr. Gary. How many new positions are you requesting for fiscal 
1953? 

Mrs. Ross. My impression is the equivalent of about 300, but we 
will have to check on that. 

Mr. Russe. The figure is 284. 

Mr. Gary. What are they for? 

Mr. Howarp. Operating personnel only. We have attributed our 
entire increase to increased production of coins. 

Mrs. Ross. Mr. Chairman, we may use part of the increase for 
overtime. We find that overtime is less costly and more productive of 
results in some instances under some sets of circumstances than to 
take on new employees and undertake to train them for a temporary 
period. We have asked for funds to provide 284 positions, however. 
That is 284 average positions. 
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TOTAL PRODUCTION OF MINTS 


Mr. Gary. What is the percentage of total production from each 
mint? Do you have that information? 

Mr. Howarp. For the first 6 months Denver produced 56 percent 
of the total coins produced, Philadelphia 31 percent, and San Fran- 
cisco 13 percent, and for fiscal year 1951, if you want that figure, ii 
was 53 percent for Denver, 33 percent for Philadelphia and 14 percent 
for San Francisco. 


[ALLOCATION OF APPROPRIATION TO MINTS 


Mr. Gary. And what portion of the total appropriation is allocated 
to each mint? 

Mr. Russeit. We do not have that figure here, Mr. Chairman. 

Mr. Gary. Please insert it in the record at this point. 

(The matter referred to follows :) 


Estimated obligations by mint institutions during fiscal year 1953 ' 


Office of Director_.._...... $325, 000| Seattle. ___ ba $60, 000 
Phiiadelphia 1, 855, 000 | Fort Knox____ ree 145, 000 
Denver 1,725, 000 ——------— 
San Francisco__- 930, 000 Total appropriation, 

New York... -- 740, 000 estimate, 1953 5, 780, 000 


The ultimate distribution of funds as between the 3 mints may vary from the above depending upon 
the assignment of coinage workload in light of actual demand in 1953. 


WAGE AND SALARY INCREASES 


Mr. Gary. How much of the total increase that vou are requesting 
for the fiscal vear 1953 represents wage and salary increases? 

Mrs. Ross. I will give you that ina minute. For 1953, $150,000. 
Is that not correct Mr. Russell? 

Mr. Russeiy. The estimate which we have before this committee 
here of $5,780,000 includes about $90,000 pay increases for classified 
employees. Nothing is included in our 1953 estimate for the recent 
Wage Board increases to per diem employees, because our estimate 
was prepared prior to the time those wage increases were granted. 
They will amount to about $150,000. They are not included in the 
$5,780,000. 

Mrs. Ross. That will be levied on this appropriation if there is no 
special provision for it. 

Mr. Russevu. That is correct. 

Mr. Howarp. Mr. Chairman, I think maybe we better explain that 
we have two types of wage increases. One is provided by Congress. 
that is for per annum employees, by passing a bill setting a certain 
nmount, and the other is to our per diem employees whose salary is 
fixed by a wage board. Therefore, when you opened the hearing and 
mentioned the fact that we were supposed to get $130,000 for per 
siinum increases this vear, and that added to the $4,600,000 we had 
would make $4,730,000 available this vear, however, what has hap- 
pened on the other side of the fence, namely, the per diem worker, is 
this: We have made a survey in all the mint institutions and we have 
come up with a certain increase due to the prevailing rate in that com- 
munity increasing. We have not given that increase to the per diem 
employees except in Denver. In Denver they were out of line to such 
an extent that we did give an increase which this year will amount te 
about $40,400, and that will be a drain on this year’s appropriation, 
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In the other institutions, we will need $85,000 to meet those wage 
increases. The Wage Board has approved them, but we are not pay- 
ing them in the other institutions, and will not pay them until we 
get money irom Congress to pay them, which we expect to do in a 
supplemental bill, and the reason is that if we wece to tap our appro- 
priation for $85,000, we would certainly tap into our production. 

Mrs. Ross. But they will have to be retroactive, so it will come 
out of the appropriation ultimately. 

Mr. Gary. What will be the increase for each of the classes for 
1953? How much was the increase brought about by the act of Con- 
gress last year, Public Law 210? 

Mrs. Ross. $180,000, was it not, for per annum? 

Mr. Howarp. Let me make the statement this way. The total 
increase was about $160,000 this vear for per annum wage increases. 
We will absorb, if you want to call it absorb, $30,000 of that, due to the 
decrease in leave time. So that we will be net $130,000 which we will 
have to get from Congress or else absorb. In other words, you do not 
start absorbing until you offset 

Mr. Cary. By this vear do vou mean fiscal 1952 or fiscal 1953? 

Mr. Howarp. 1952. 

Mr. Gary. Are these pay increases included in the proposed supple- 
mental estimate of $375,000? 

Mr. Howarp. $505,000 is the supplemental we propose and they 
are in there. It will be $85,000 for per diem increases, $130,000 for 
per annum increases, and the balance will be increased production of 
coin. 

Mr. Gary. That has not vet been presented? 

Mr. Howarpb. It has not reached Congress as vet. It has been 
presented through our budget set-up in the Treasury and has been 
over to the Budget Bureau. 

Mr. Jounson. Mr. Chairman, that item has not been approved 
by the Bureau of the Budget as vet. 

Mr. Gary. On page 84 of the committee print, you have salaries 
and expenses, Bureau of the Mint, a supplemental appropriation of 
$375,000 anticipated for the fiscal vear 1952, principally to cover 
increased production of coins. You have added to that these salary 
and wage increases. 

Mr. Russevi. That figure of $375,000, Mr. Chairman, is com- 
prised of $290,000 for increased coinage production in the fiscal vear 
1952, and $85,000 for Wage Board increases. The $130,000 for the 
classified people, to which vou referred earlier, was originally included 
in the 1952 column of the 1953 budget estimate. So that the $375,000 
plus the $130,000 equals the total of $505,000, the figure we have been 
using here. 

Mr. Gary. Very well. What are those increases for fiseal 1953? 

Mrs. Ross. There is $150,000 that has to be absorbed for per diem 
employees, and we have every reason to expect that there will be 
another increase in that vear. They have been taking place about 
every vear. 

Mr. Gary. $150,000 will be required to meet the per diem increases? 

Mrs. Ross. That is right. 

Mr. Howarp. When you say required, if granted this vear, they 
will cost us that much in 1953. However, there has not been any 
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provision in the 1953 estimate for that, and we will have to absorb that, 
that is, the $150,000. 

Mr. Gary. How much will your increases amount to as a result of 
Public Act 201 in 1953? 

Mr. Howarp. That will be $165,000. We will absorb $75,000 di. 
to the curtailed leave and $90,000 is for per annum. 


BULLION ON HAND 


Mr. Gary. How much bullion do you have on hand at the presen: 
time? 

Mr. Howarp. In gold we had as of December 31, $22,695,000,(000 
plus, and silver, we have about $2,000,000,000 worth. 

Mr. Gary. Is that normal? 

Mr. Howarp. We have been up to 24 billion in gold and we have 
been down. There was quite a paving out of gold over an 18-month 
period, and now there is quite an influx of gold and has been for the 
past several months. In fact, we have gotten almost a billion dollars 
of gold in the first 6 months of this fiscal vear. Just what is normal, 
I donot know. But we have more than we had 6 months ago, and less 
than we had 2 years ago, and it is just about what we had after the 
end of the war. 

Mr. Gary. What is necessary in order to restore the electrolytic 
cells in the New York assay office to operation? 

Mr. Howarp. The Cottrell system has been out, the acids ate it out 
and we have had it repaired. The Federal Works people have repaired 
that, and as soon as it is ready to operate, then the only thing it takes 
is acid, and some personnel to restore operations. 

Mr. Gary. When do you contemplate restoring the operation on 
that? 

Mr. Howanp. We have not set a definite time. Maybe next year, 
maybe the year after that. We are contemplating fire refining in 
1953, and we are doing quite a bit of platinum work up there now, and 
some limited refining. 

Mr. Gary. What would be considered a normal stock in unrefined 
bullion? 

Mr. Howarp. Mr. Chairman, I do not believe there is such a thing 
as anormal. You have to have enough bullion to work on to kee} 
your operation going. It has to be of certain types because vou have 
to have certain mixtures to get the most efficient operation. What 
we have done in connection with refining—and there may be some 
criticism for us having done this—we have postponed refining during 
peak periods to utilize the funds and personnel on coinage, and then 
we revert back to refining operations in the slack periods to take up 
those employees and funds. 

Now, I said we might be subject to some criticism on that. Here 
would be the criticism. It is best to not let your unrefined bullion 
pile up too long a time because you have made your payments on the 
basis of an assay and vou should, as soon as possible, find out what 1s 
in the material. You should refine the material at least during t! 
lifetime of the people that paid for it and assayed 't. 
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INVENTORIES OF METALS IN PROCESS AND FINISHED COIN 


Mr. Gary. One of the recommendations in this staff report that 
| read to you this morning is that sufflcient inventories of metals in 
process and finished coin should be established so that coin manufac- 
turing operations can be stabilized to a greater extent. 

Mr. Howarp. Mr. Chairman, I thought you were talking about 
refineries and unrefined bullion. 

Mr. Gary. I was then. 

Mr. Howarp. But this is another question? 

Mr. Gary. Yes. 

Mr. Howarp. I have not seen that report, but I think what the 
person who wrote that is trying to say is this, that we should keep our 
inventories of processed material and blanks and even finished coin 
up to a point that it will tend to wipe out these wide fluctuations in 
production. 

Mr. Gary. That is the point exactly. 

Mr. Howarp. Yes, sir. I might say that is a very noble and would 
beavery fine thing. The only trouble with that is that people watch in- 
ventories of both finished coin and work in process, and we have found 
out if we come in in a slack year appearing before committees and ask 
them for money to continue on at a level that we have been going, 
and if they see us with inventories of finished coin and work in progress 
and so forth, the tendency is to say that you have enough coin and work 
in process to carry you and the ax falls. It is the most natural thing 
in the world, and I do not believe you will ever overcome it. 

Mrs. Ross. Mr. Chairman, I remember one year when a member 
of a committee, not this committee, but one before which we appeared 
said, “Why you have enough coins to last a whole vear if you did not 
make a single coin.’’ Of course we took the position that we would 
need more coins, and I think before the year was half over we were 
practically out of coin. 

Mr. Howarp. We had to get a supplemental to make coins after 
we had been cut drastically. 

Mrs. Ross. However, we want some reserves, and it is our policy 
to have reserves on hand, and we would have them now if it had not 
been for that Korean incident that created such an extraordinary 
demand. 

Mr. Howarp. Mr. Chairman, a good example of how an inventory 
is helpful is the fact that we did have about 416 million coins on hand 
at the end of fiscal 1950. I will say though that they disturbed us 
some because during that year we delivered slightly less than 500 
million. In other words, we had an inventory just about equal to a 
year’s delivery. If it had not been for the heavy demand created by 
the Korean incident, it would have been interesting to see what would 
have happened with that large inventory and those low delivery 
figures. I have an idea that we would have been cut some. 

I might add one other thing about inventories. It is hard to figure 
out just what inventory tohave. Inventories work in reverse as a rule. 
lor example, your inventory should be up when you are delivering a 
lot of coins. For example, if vou are delivering 2 billion coins a year, 
you should have an inventory of at least 500 million or maybe 750 
million. In other words, you should have a few months’ inventory on 
hand. 
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Now, when deliveries are down, you do not need as much of an 
inventory. But in this business of furnishing coin, usually just the 
opposite happens. We have our biggest inventory when the coin 
deliveries are down, and we never have any inventories when coin 
deliveries are up. It is a hand-to-mouth proposition when they are up, 
and that is when we need our inventories. 

Mr. Canrrevtp. Governor, [ compliment you and the Mint on the 
showing that while average salaries in the mints have increased about 
75 percent in the last 5 years, the unit cost of producing coins is now 
6 percent less than the cost 5 years ago. 

Mrs. Ross. Thank you, Mr. Canfield. 


CONVERT PENNIES TO SAVINGS STAMPS 


Mr. Canrietp. We know that vou conducted an aggressive cam- 
paign in the Bureau to have men, women, and children of America 
vield the coins that they have cached at home and other places to 
help make up for the shortage vou are experiencing nuw. The chair- 
man, however, has dwelt on the contribution being made in that direc- 
tion by the Savings Bond Division in the Treasury Department. 
While | am quite aware of the campaign you made through the var- 
ious media at vour disposal, I am inclined to think that the Savings 
Bond Division has not done the job it should have done in this respect 
I have in mind that the kiddies are the ones chiefly interested in these 
piggie banks, and there are millions and millions of pennies cached 
in those banks. I do not know where the Savings Bond Division has 
properly got to those kiddies of America this story, that those pennies 
can buy savings stamps from post offices and other agencies at 25 cents, 
which in turn ean be used to buy bonds at $18.75. 

Mrs. Ross. Mr. Canfield, | have emphasized that in my communica- 
tions and in radio and television talks, and I think that the savings 
bond agency has also. They sent out letters with their publicity 
material all over the country in which they made a strong appeal that 
savings in small banks be converted into savings stamps and bonds. 


COIN RATIONING 


Mr. Canrireitp. When you say vou have been obliged to ration coins 
since the beginning of the current fiscal year, due to imadequate 
supplies, what do you mean? In other words, what are the mechanics 
of rationing coins? 

Mrs. Ross. At our behest the banks have sent out only such quan- 
tities of coins to the branch banks as they thought they could get along 
with, just the minimum that they thought would be required, leaving 
in the banks very scant, if any, reserves. In fact, some of the banks 
have not had any reserves in some denominations. There have been 
times when they just practicaily ran out of coins 


NEW BUILDING IN PHILADELPHIA 


Mr. Canrietp. How long has the Bureau of the Mint been inter- 
ested in developing a modern new building in Philadelphia? 

Mrs. Ross. Since 1941 we have been advocating that a new mint 
should be constructed on modern streamlined plans that would enable 
us to conduct more efficient operations. 
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Mr. Canrievp. Has such been authorized by the Congress? 

Mrs. Ross. The Congress authorized the construction of a mint at 
Philadelphia, a new mint, in 1949, and funds were allotted for the 
purchase of property and the development of plans, but not for the 
construction of the mint. 

Now, as we explained this morning, about the time that we were 
ready to purchase a site—I say “We,” that means the Publie Buildings 
Administration in collaboration with the mint, we all collaborated on 
the type of site we should have—about the time that we were ready 
to make a selection of a building site, the Korean outbreak of hos- 
tilities occurred, and we were told by the Publie Works Administra- 
tion that the building of a mint would be indefinitely deferred. 

Mr. Canrietp. With respect to the tools that you have been 
asking for in recent vears, | have reference to new equipment, do | 
understand that the Bureau of the Budget has approved $100,000 in 
the current request? 

Mrs. Ross. Yes; that is correct. 

Mr. Howarp. That ts right. 


NEED FOR MORE MONEY FOR MACHINERY 


Mr. CanFie.p. For efficient operation, is it vour contention that 
more money could be used to buy machinery? 

Mrs. Ross. Of course. That will go largely to replace machinery 
that is breaking down. I mean it will not be anything for new type 
machinery, probably, but as machinery breaks down there have to 
be replacements. Pardon me, I think you asked me something. 

Mr. Canrietp. I have heard that you asked for more funds from 
the Bureau for this purpose; is that so? 

Mrs. Ross. Of course, we operate, as you know, under a ceiling, and 
we have many ideas that we would be glad to develop, but we have to 
keep within that ceiling. 


SEIGNIORAGE ON COINAGE 


Mr. CANFIELD. Governor, | am keenly interested in the last para- 
graph of your original presentation be fore the committee today in 
which you discuss seigniorage, and you say this: 

fevenue for the fiscal vear 1953, whieh results ehiefly from = seigniorage on 
coinage, is estimated at approximately $83,000,000, which compares with an 
appropriation request of $5,780,000 for that vear. 

Now, will vou briefly repeat for us your definition of seigniorage? 

Mrs. Ross. That is the difference between the metal content of 
the coin and the face value. 

Mr. Canrietp. Will you explain what you mean when you say 
that you have this revenue, and what happens to this $83,000,000? 

Mrs. Ross. That goes into the general fund of the Treasury. 

Mr. Canrietp. What was the seigniorage last vear? 

Mrs. Ross. What is made on seigniorage goes into the general fund 
of the Treasury, and we come to you and ask you to appropriate oper- 
ating funds with which to make the coin. 

Mr. Canrietp. What was the seigniorage last year? 

Mrs. Ross. I do not know, offhand. 

Mr. Howarp. We will have to submit that. 
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Mr. Russe. I cannot recall the figure. I neglected to bring wit}; 
us a statement of our revenues for last year, but I “think it Was approx- 
imately half the amount estimated for this vear; in other words around 
$40,000,000. 

Mr. Canrietp. Do you recall the largest amount in the history of 
the mint? 

Mr. Russetu. No, sir; I do not. It would be considerably more. 
1 believe, than $83,000,000. 

Mr. Canrietp. Do you think perhaps you might have that in the 
records somewhere? 

Mr. Russetu. Yes, sir; we can get it for the record. 

(The matter referred to follows:) 


Seigniorage ! 


Total seigniorage for fiscal vear 1951 : - _.. $42, 936, 942 
Largest amount of seigniorage for any year was in the f fiscal year 
{ea Se SPN ee ni oo edd wt Shas aa MT ad 


1 Includes $10,317,576 representing seigniorage in connection with revaluation of silver bullion securing 
silver certificates in 1951, and $248,298,454 seigniorage in that category in 1946. 


Mrs. Ross. In the peak year of World War II when our coinage was 
heaviest, it would be heavier. Every coin we make in effect increases 
the revenues of the Government. 

Mr. Howarp. Mr. Canfield, to give an example of seigniorage, we 
can take a pound of alloy that is copper and zine and produce with it 
145 l-cent coins. In other words, we can get $1.45 out of that pound 
of material. Now, the metals cost 24 cents, and the manufacturing 
cost on 145 coins is 17 cents, or a total of 41 cents for producing. The 
profit from converting that 1 pound of alloy into 1-cent. pieces is $1.0] 
per pound. That is an example of seigneiorage plus manufacturiny 
costs. 

Mr. Canrietp. That is a very interesting side light on the operation 
of the mint, and one I believe is not thoroughly understood by ou 
people. 

Mrs. Ross. It is a very interesting fact. 

Mr. Howarv. We do much better on 5-cent pieces. We ean tak 
1 pound of alloy which is 75-percent copper and 25-percent nickel and 
produce 90 5-cent pieces with a face value of $4.50. The alloy cosis 
us 31 cents, the manufacture of the 90 5-cent pieces costs 27 cents, or 2 
total cost of 58 cents. Deduct that from the face value of $4.50, 
make a profit of $3.92. 

Mr. Canrretp. Therefore, you argue when you are making more 
coins— 

Mr. Howarp. We are helping the financial situation of the Govern- 
ment. We do not advocate that as a way of raising revenue. 

Mrs. Ross. It does it anyhow. 

Mr. CanFietp. But it cannot be disputed. 

Mr. Howarp. It cannot be disputed. 

Mr. Canrievp. Is that profit accruing to the Treasury as a result 
of this seigniorage shown on the daily Treasury statement? 

Mr. Howarp. Yes; it is. 

Mr. Russewy. It probably is not shown separately, Mr. Canfield, 
but it is included with the other miscellaneous receipts. 
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LESS PEOPLE NOW IN BUREAU 


Mr. Gary. Is it not also true that you are one of the few agencies 
of the Government that are operating now with fewer people than you 
did 10 or 15 years ago? 

Mrs. Ross. Of course, we have no way of knowing, but I would 
judge there are very few, if any. 

Mr. Gary. But you are operating with fewer people than you did 
10 or 15 years ago. 

Mrs. Ross. Absolutely. I pointed out in my statement that we 
had reduced our force 36 percent in a 5-year period, at Denver and 
have increased our production by 100 percent. The field force, as a 
whole is 60 percent less than 5 years ago. 

Mr. Russetyt. Mr. Chairman, in 1935, for example, the mint 
service had a total of 1,853 employees. Today we have 1,033. If 
you want to pick a year out— 

Mr. Gary. Take the prewar year of 1939. 

Mir. Russert. In 1939 we had 1,073 employees. 

Mr. Gary. How many are you asking for in 1953? 

Mr. Russe.i. About 1,375. 

Mr. Howarp. But in 1939 we produced very few coins. 

Mr. Gary. What was your highest prewar personnel? 

Mr. Russexy. I think it would be 1935, if you mean prior to 1940. 

Mr. Gary. Yes. 

Mr. Russevi. It would be 1935, with 1,853 employees. 

Mr. Gary. And you are asking for how many now? 

Mr. Russet. About 1,375. 

Mr. Gary. Approximately 500 less than you had in 1935? 

Mr. Russeuu. Yes. 

Mr. Gary. How does the production in those 2 years compare? 

Mr. Russexu. In 1935, the total production was 602,778,000, 
whereas in 1953, we estimate we can produce at least 2 billion coins. 

Mr. Gary. It looks to me like that is a very helpful story to put on 
the record. 

Mr. Canrretp. That is right. 

Mrs. Ross. Mr. Chairman, there has been a good deal said here 
today about where we were vulnerable in our operations. | am confi- 
dent that there are ways that improvements could be made and we 
are open minded where anybody can show us ways, but we have taken 
much satisfaction in the feeling that we have made wonderful strides 
toward efficient and economic operations. 

Mr. Gary. I think that is unquestionably true, and if you could 
show a little more of that on the record it would help. That is the 
reason I was trying to bring out those facts. 

Mrs. Ross. | thank you very much for giving us an opportunity to 
bring it out. I think we are not given to a great deal of boasting, but 
it is probable that we could have put more in the record. 

Mr. Fernanpez. You are entirely too modest. 

Mrs. Ross. We produce for demand and strive to have comfortable 
margins over that, which we are not able to accomplish now. 
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STORAGE OF METALS FOR COINAGE 


Mr. Canrietp. Governor, you have gold and silver bullion and 
coin amounting to approximately 25 billions of dollars located at 
seven different mint institutions. Do I understand the gold is prin- 
cipally at Fort Knox and the silver at West Point? 

Mrs. Ross. The larger part is at Fort Knox. I would say offhand 
there is twice as much at Fort Knox as there is in Denver. The 
second largest stock is at Denver, and there is gold at all the mints. 

Mr. Canrretp. Do you take a peek at that once in a while? 

Mrs. Ross. Once in a while. I have not been down to Fort Knox 
for some time. There are no operations carried on there, and it is 
not necessary to go very often. Be it said to the eredit of Mr. Howard, 
his home is right next to Fort Knox, but he never does make it an 
occasion to go down. 

Mr. Canrieip. He is ready to prove, however, that the charge the 
gold is not there is untrue. 

Mrs. Ross. As | said before, I wish I was as sure of everything | 
want to be sure of as I am sure that the gold is there—every ounce 
of it that we represent to be there. 

Myr. Canrietp. How do you account for vour statement that there 
is quite an influx of gold into the United States at this time? 

Mr. Howarp. The balance of payments has changed and gold is 
now flowing here in large quantities, | might say. 


STORAGE SPACE FOR OTHER AGENCIES 


Mr. Canrieip. In addition to protecting gold, silver and coin, vou 
tell us that the mint furnishes storage space to other Government 
agencies to the extent of available facilities. Will vou elaborate on that? 

Mrs. Ross. In this period when we are uncertain about what 
calamities might happen in the world, Government agencies are try- 
ing to give extreme protection to their valuables, and there are a 
number that have asked us for space in our vaults, both at West 
Point and at Fort Knox, and we have granted them space to a con- 
siderable extent. 


INCREASE IN RENT AND UTILITY SERVICES 


Mr. Canrieip. Governor, I note on page 285 of vour justification 
that the item ‘“‘Rent and utility services” is increased from $246,000 to 
$330,000. Would you be good enough to give us the reason for that” 

Mrs. Ross. Mr. Howard has these figures. 


Mr. Howarp. That increase is due to the fact that we are going 


to have an increased workload and resultant utilities services. “ Rents’ 
just happens to be a heading. As far as | know, we do not pay a 
dollar for rent any more. 

Mr. Russeit. We have one warehouse at Philadelphia. We do 
not pay the rent. It is paid by the General Services Administration 
It runs about $5,000 a year. 


REFUNDS AND INDEMNITIES 


Mr. Canrievp. “Refunds and indemnities” is a small item, but for 
the purpose of the record, what is that for? 

Mr. Russeii. That would represent chiefly the difference between 
the amount that we receive on the sale of sweeps and the value at 
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which the sweeps are carried in our accounts. It would be a reim- 
bursable item, payable to the bullion fund. 


FOREIGN COINAGE 


Mr. CANFIELD. Governor, what foreign projects do vou have now? 
J understand you make coins for the Republic of Panama. 

Mrs. Ross. We have not had very much foreign coinage for several 
vears. Did you say something about Panama? 

’ Mr. Howarp. 1947 was the last time we made coinage for Panama. 

Mr. CanFieip. There are no foreign projects being taken on cur- 
rently, 

Mr. Howarp. Yes, an order came in in the last few days from Cuba, 
and we still have a balance on an order for Costa Rica, and the Do- 
minican Republic. They are small orders. 

Mr. Canrietp. Those jobs are undertaken at cost? 

Mr. Howarp. That is right. 

Mr. Canrretp. How about special medals? Are there any current 
projects? 

Mrs. Ross. No, there have not been of late any congressional medals 
made. 

Mr. Canrretp. That is all. 

Mr. Sieminskt. | have never been to any of your mints; I hope 
before the vear is out, I will have had the pleasure of a visit to one so 
I might be of more service in the future in these hearings. 


CIRCULATION OF PENNIES 


What vou are interested in, is the absorption of pennies from the 
spending stream, so they will be available for banking purposes, | 
presume. In the Horne & Hardart cafeteria network, pennies are 
absorbed for nickels, dimes and quarters; when vou buy food, no 
pennies go into their machines. Our department stores at the end of 
the day, as well as other restaurants, have a great deal of change on 
hand, too. I wonder if the banks have made direct appeals to these 
people for their pennies. IL just ask vou to perhaps vou could ap- 
proach the problem of absorption as Horne & Hardart has done. 
You might find a key in that. I do not know. It struck me as a way 
they save time, and get food out on a fast basis to customers. 


POSSIBILITY OF 7 OR 15 CENT PIECES 


The other thing that I had wondered was, in view of recent increases 
in transportation fares, whether you could put out a 7-cent and a 15- 
cent piece, using silver, copper and zinc, in their proper proportions. 
As I see it, with an increase in population in sight, and, with new mar- 
kets opening up in the world and the energy of the people being step- 
ped up, we will not seemingly need less in the next 50 vears; the coin- 
age problem is going to increase. In military occupation countries, 
we have paper certificates for our pennies, and we have no coinage 
problems there. If that 7 and 15-cent piece is not a good idea, would 
you like to make some observations? 

Mrs. Ross. Mr. Congressman, this is very interesting. I notice you 
speak of a 7- and 15-cent piece. From time to time suggestions come 
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in that we should have an additional coin or more than one additional! 
coin in our system. As a rule it is more often odd cent fractional 
pieces. The last suggestion was a 2-cent piece. We have had a 3- 
cent piece suggested, and a 7-cent piece. I never heard of a sugges- 
tion of a 15-cent piece before. I imagine one who has not given 
serious thought to all the factors that would be involved in a change in 
the coinage system might think it would be a relatively simple thing 
to add one or more coins. 

Mr. Sreminskr. It is my ignorance of your production methods. 
If I had known that, I would not have asked the question. 

Mrs. Ross. If you would study it and find all the factors involved, 
you would find it is by no means a simple matter. 

In the first place, you would want to consider, would vou not, the 
advantages to be derived from it as against the disadvantages that 
the public would feel from such a change. 

Mr. Sremrnskti. | know bankers do not like rationing these coins 

Mrs. Ross. They do not like the suggestion either of these odd-cent 
pieces. They have made a plea that we not consider doing that wit!)- 
out going into it well. I was going to say, first vou have to consider 
whether the advantages would more than offset the disadvantages 

Another thing vou have to consider is what alloy would you make 
it of that is procurable and that would differentiate sufficiently fron 
other coins to make the new one identifiable. 

Mr. Stemrnskt. You admit it would be an engineering problem. — | 
do not want to have a technical discussion here. 

Mrs. Ross. It would be difficult. 

Mr. Steminski. At the moment your opinion is that it is not feasible 
is that it? 

Mrs. Ross. Yes. 


FIXED PRICE OF RAW METAL 


Mr. Sreminskt. The other question I would ask vou is this: Today 
Japan and West Germany are offering as high as 50-some-odd cents 
for copper; the world price is much less. Do you have to buy your 
raw metal at a fixed price, or can you throw out bids for the purchas: 
of your metal? 

Mr. Howarp. We must get bids. Copper is priced as a rule at on 
price on the basing-point svstem. 

Mrs. Ross. Mr. Chairman, might I point out some of the othe 
factors that are involved in the proposal to change coins. 

Mr. Gary. Yes. 

Mrs. Ross. I just want to bring to your attention some of tl) 
problems involved in it. You would have to fit it in some place, so 
that it would vary from the other coins. Do you realize that the 
diameters of the existing coins are very close together. I think that 
the difference in color in the bronze coins and in the silver gives them 
an appearance of more difference than there actually is in the mess- 
urements. But the diameter is very close between the coins. So one 
thing you would have to decide is where you would put it in. 

Mr. Steminsxi. The nickel is thicker than the dime and yet 
dime is more valuable. <A little pearl is more valuable than a ro 
sometimes. 
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USE OF DIFFERENT METALS 


Mrs. Ross. I am thinking of the diameter. Then as I say, the 
problem of alloys is a very serious one. We certainly could not 
justify making it out of copper. 

Mr. Steminsxi. But we now have aluminum where we did not have 

t before World War II as a military factor. Metals are changing 
te alloys are changing. 

Mrs. Ross. But the aluminum would look like a silver coin. 

Mr. Steminskt. Once the metals table had so many elements 
mixed in it, but now more have been developed, and by habit we have 
been thinking of copper, zinc, and silver, and certainly with a little 
metallurgical ingenuity, we can come up with a new approach to this. 

Mrs. Ross. We have made a very extensive research into the 
possibilities of new metals. 

Mr. Steminskt. Just so long as we are alert to the approach. 

Mrs. Ross. Aluminum will have the appearance of silver, and as you 
know the public rose up in indignation over the one-cent coin we 
produced during World War II. 

That is one of the factors, and then, another thing, if you add an 
odd-cent coin it is not divisible into the dollar. It does not fit into the 
decimal system and that would make confusion and could thwart the 
making of change. 

We could cite instances where adoption of certain proposed coins 
would make it impossible to facilitate the making of change. Then, 
another thing is that the public will not accept a coin that is not 
satisfactory to it. There was a 2-cent piece issued about the Civil 
War period, and a 3-cent piece, and a large 1-cent piece, but the 2-cent 
piec e the country would not accept. They did not want a 2-cent piece 
or 3-cent piece. It would be like the $2 bill. Now, vou could divide 
the cost of making paper dollars if the public would take $2 bills, but 
they will not take them, and that would probably be true if we foisted 
a coin on the country it did not want. 

They would not work in the vending machines. It probably 
would not work, assuming - ig one coin, in the cash register. There 
would not be a drawer for it, and in that way it would make com- 
plications. 

PENNY ABSORPTION 


Mr. Strminskt. The telephone company does not deal in pennies. 
We are out to get penny problems solved and I have been thinking 
merely in terms of this 5- and 7- and 15-cent coinage; to absorb, 
where possible, pennies whenever they go over the counters. I cited 
Horn & Hardart, and it seems to me the penny problem is a problem 
of absorption in trade channels. “rnd you could get help from 
banks; they could put first-class flow-line engineers on coinage; if I 
were to ask the Federal Reserve Board whether coin flow-line engi- 
neers were ever called in, what would the answer be? I would like 
to take the heat off you and put it where it belongs, and I think it 
—— in part, at least, on the banks, who are giving us the complaint. 

I do not think they have shown any ingenuity in this coin approach, 
as Horn & Hardart did, and as the telephone company did, and as the 

‘igarette-vending-machine people did. They want no pennies. Let 
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the banks approach this problem for their purposes, and I think they 
could help you as these other people have. It is no reflection, neces- 
sarily, on your mint operation efficiency. It think it is rather a more 
efficient operation of coins in trade channels, absorption is the key, 

Mrs. Ross. I understand what you mean, and we have given it a 
great deal of study. It is our opinion that it would not serve the good 
purpose that it would be intended to serve. 

Mr. Steminski. I appreciate what you say. I have learned a lot, 

Mrs. Ross. The change-making machines, for example, are not 
built for additional coins or any variation from what they now have. 

Mr. Stemenski. Of course they adjust to needs just as the cigarette 
people did. At one time, all you had to do was put in a dime and a 
nickel, and when the quarter was required the coin slot was enlarged. 

Mrs. Ross. Of course, it would be quite an upset of the economy 
now tf new coins were introduced. 

Mr. Steminski. I am satisfied. 

I would like to recall what Henry Ford once said, “If vou reduce 
motions, vou increase profits,” and when engineers come into an 
establishment, they have two approaches: One, can we eliminate what 
is now being done? Or, two, can we combine any operation? If you 
keep motions, combinations, and absorption in mind, I do not think 
you will have too much trouble. 


EMPLOYEE SUGGESTION SYSTEM 


Do vou have a suggestion system with benefits to your employees, 
as the Army does? 

Mrs. Ross. Oh, ves. 

Mr. Steminskt. You do? 

Mrs. Ross. Oh, certainly, and we have been right out in front 
with it. 

ENGINEERING IMPROVEMENTS 
’ 

Mr. Steminski. 1 know if I was on a job and somebody said, ‘* We'll, 
let’s get an expert in,” and I thought I had worked very hard and 
thought I was a good man, I would not appreciate it. Ido not think 
people realize what you do to a person when he is in charge of 
department and somebody says, “Let’s get an expert in.” They . 
not mean to hurt you, but it has a bad effect. 

[ wonder if in your next year’s statement you could show what you 
have paid out for engineering improvements in your department. 
How often do we hear, “Have you Management engineers coming 10; 
have you experts coming in?’’—that is like telling a commander on the 
battlefield that he needs an expert to win the battle. If the person 
in charge cannot do the job, should not his competence be questioned? 
Have we not had enough of this Latin-trot-itis in management opera- 
tions? 

Mrs. Ross. I think your point is well made. It is my opinion that 
there is nobody more expert in coining than the people who have 
been experienced in it for many years and there is nobody as expert as 
those who have been working on the job many years, assuming they 
are intelligent people, such as we do have. 











BRINGING IN EXPERTS 


Mr. Frernanpez. I think I am the person who suggested we should 
have an expert study of the mint in San Francisco. What I had in 
mind was not necessarily outside experts, but experts from the mint 
itself, and people who do know the work of the mint. I merely tried 
to differentiate between that kind of a study and the study which we 
as Congressmen made last summer, which does not amount to very 
much. It only gave us an idea ot what is needed. We are not experts 
in any sense of the word, and that is what I had in mind when I said 
that what we need with respect to the San Francisco Mint is expert 
advice and planning. Whether that expert advice comes from your 
own people, or people otherwise selected, is a different question. 

Mr. Steminskt. In deference to my colleague, I did not think 
his remarks in this connection. 


PIGGY BONDS 


[ have one more question. We talk about piggy banks. Would 
you write a letter to the Treasurer and ask him to consider piggy 
a for kids? They could sell at $3.75 and pay off at $5 in 10 

ars. Fathers could bring one home a week for the kids. Piggy 
onda could be put in pay envelopes and stacked at home like hot 
cakes. This is just another coin absorption approach with all- 
around benefits. 

I think vou have done a great job. 

Mrs. Ross. We would be giad to have vou visit the mint. 

Mr. James. Mr. Chairman, I have only enjoved one brief period 
of genuine happiness this afternoon. Earlier in the day when Mrs. 
Ross made her general statement I marked out the last: par agraph 
thereof and 1 am very happy that I have not had to show my ignor- 
ance about what seignorage may be, Mr. Canfield having relieved me 
of that embarrassment. 

I note that the word “seignorage’’ probably is taken from some 
foreign word, most likely Italian, and it brings to my mind the world’s 
second greatest racketeer, Lucky Luciano, the United States mint 
being the first. 

The explanation of ‘“seignorage” today is very interesting. I am 
glad to have been here and heard it. It is the first time that I have 
known that an actual increase in money value comes about through 
coinage of “hard”? money at the mint. 


“ce 


COST OF OUTSIDE SOURCES 


Earlier in the day, before we recessed, we were on the subject of 
procuring some partly finished material from outside sources and we 
had just received Mrs. Ross’ second insert to the record, explaining 
costs in that connection. During the recess period | surrounded my- 
self with a few amateur mathematicians and we undertook to work 
out some figures which are a little difficult to pick out of that state- 
ment. We came up with answers that substantiate what has been 
said by our friends from the mint, that purchases of blanks and strips 
from outside sources would cost, taken away from all other costs of 
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minting coins, approximately a ratio of $1.50 to 83% cents if made in 
the mint. 

Of course, we could carry on a long discussion at this point, but | 
am not going to agitate it today, because it would involve not only the 
question of cost, but of expediency. When I originally suggested thai 
a great deal of the bottleneck might be broken by purchasing flats a1 
strips outside in order to keep an even flow of stamping operations 
going at the mint, I did have in mind at that time, that an outside sup 
plier would of course have to add his cost of doing business and, ver, 
important, his taxes, and then a reasonable profit. I did not expec: 
that we could secure any financial advantage by making outside pur- 
chases. My idea was that we might secure advantages in making : 
better and more uniform operation of completing coins in the mint 
when they are so badly needed. 

I still believe that if you really get jammed on production, that out- 
side purchases could be considered, but I am not going to pursue the 
point further at the present time. I made the suggestion original!y 
asa plan that might be helpful but not mandatory upon the mana: 
ment of the mint. I had no idea of that at all. 





EVER-INCREASING DEMAND FOR COINS 


We are going to continue to have an ever-increasing demand fo: 
coins. One of the reasons for that was not touched upon at all this 
morning. Among other reasons, is the fact that the population of 
this country has grown probably about 10 million in the last 10 vears 
or somewhere thereabouts, and no doubt the population will continue 
to grow and that makes just that many more users of coins. Even 
when a youngster is born it really attracts some coins to itself into its 
piggy bank or whatever you want to call its first collecting device 

Mrs. Ross. The children get interested as soon as they can talk 

Mr. James. Even before, their uncles and aunts address themselves 
to the kid’s welfare. So as the population grows, as it no doubt wil! 
the demand on the mint is going to be greater and greater. There js 
no likelihood of any recession in demand, as I see it, for some time to 
come. 

That brings up, of course, the question of mint facilities, not only 
machinery, but mint operations and housing. I want to say in that 
connection that I for one would not be opposed to establishing at 
Philadelphia, or, let me add and emphasize, near Philadelphia, a new 
mint building. I think that it is likely that as time goes on we wil! 
need more than one new mint. 

Such facilities ought to be distributed within the country, and as to 
having one located in the Middle West or Indiana or anywhere els 
that might be decided upon, I do not think a valid objection could bi 
raised against any advantageous locations. 

However, I do believe this: That sort of work, buildings and other 
permanent improvements, should be, as far as possible, reserved for « 
time when we come to an end of spending so much of our money fo! 
arms and defense, as a cushion for the continuance of a good economy 
in the years after the war-supported economy has ended. 

] have no further questions that have not already been asked 
I think that this hearing has been extremely helpful and enlightening 
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to we as members of this committee. I am interested in joining and 
| intend to join the members of this committee to inspect the Phila- 
delphia Mint. I have not seen the inside of it for some years, and in 
line with what I have just said about reserving good, substantial 
building operations to support a future and different e ‘onomy, I 
think that we ought to try to get along just as well as we possibly 
can With what we have and bring every bit of ingenuity to bear on 
improving the operations in the mints that are in existence, in doing 
anything in the world we need to do or can do to keep an ample 
supply of coins in the market places. Nevertheless we may look 
forward to the time when we will be out of the war business and into 
the business of constructive development. 

[ think that your statement of the mint’s position Mrs. Ross, has 
been very ably presented, in the first instance, and certainly your 
staff has been very able in coming up with the answers to our interro- 
gations. I wish we could find it “possible to give you everything vou 
are asking for. 

That is all, Mr. Chairman. 


MODERN MACHINERY FOR BETTER PRODUCTION 


Mr. Fernanpez. | would like to make some observations for the 
record along the lines I did off the record. To supplement the state- 
ment made this morning by Mr. Wilson with respect to these presses 
in San Francisco, when we were there we saw what I believe were the 
coinage presses which, it was pointed out to us, were built over half a 
century ago, and we even saw the date on the machine. [It was work- 
ing. They pointed out to us that through a good deal of ingenuity 


they had improved on this machine to make it self-feeding. They 
had also, as I recall, improved some of them so that instead of their 
coining one coin at a time they would coin two or three at a time, and 
any number of improvements were made through a good deal of 
ingenuity; but they said to us that if the committee would furnish 
the money and they could get more modern machinery that certainly 
the could increase production tremendously. 

Of course we realize that you cannot ask for more money beyond 
what the Bureau of the Budget permits you, so in no way was this 
intended as a criticism of the mint. If anything at all, it is a criticism 
of our committee, our Congress, and the Bureau of the Budget. 

You can make tremendous improvements in that small mint in San 
Francisco if we gave you the money. In one operation, and this is a 
fact, they had to carry in cars some of the metal to be used in another 
operation from one floor to the next and bring it down in an elevator, 
and that takes a great deal of time, but it is simply impossible to do 
otherwise unless we give them the money to tear the present floor 
arrangements down and reconstruct them s so, that improvement can 
be made in that respect. 

| thought that that ought to be in the record in fairness to Mr. 
Wilson, in view of an apparent misunderstanding that we are trying 
to criticize your having old machinery there. You cannot help that. 
If it is old you ought to be given credit for the fact that you improved 
on the old ‘machinery as far as you possibly could. 
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ABNORMAL CALL FOR COINS 


I want to ask a couple of questions. I asked them last year, but 
I think it should be done now again, because my understanding js 
that you have had a somewhat abnormal call for these coins becs use 
of the present war, and that is more or less temporary, is it not? 

Mrs. Ross. | hope it is. 

Mr. FERNANDEz. In any event, it is abnormal now. 

Mrs. Ross. It is abnormally high right now. 

Mr. Fernanpez. Because of that you have had to produce, I would 
not say an abnormal amount of coins, but far more than you would 
have otherwise been called upon to produce. 

Mrs. Ross. That is true. 

Mr. Fernanprez. What vou produced last year and the year before 
are still in circulation and the large production you produce. this 
vear will still be in circulation and eventually you are going to catch up. 

Mrs. Ross. We have thought so for years. 

Mr. Fernanpez. Consequently if you have an abnormal situation 
now which might become normal, it might not be wise to try to 
devise other coins, as has been suggested, to take care of what might 
be a temporary situation. 

Mr. Gary. Thank you, Mrs. Ross. 

Mrs. Ross. Thank you. 

(The following statement was submitted later: ) 

In reference to the impression which Mr. Fernandez and Mr. Wilson may have 
received upon their recent visit to the San Francisco Mint that the old press men- 
tioned by them, whose frame bore the date of 1875, was typical of the equipment 
there, I ask to make a statement concerning it for the sake of keeping the record 
straight. The fact is that only the frame of that old press dates back to that earl 
period. It has been completely rebuilt, no telling how many times, over the years 
That one old press and four others were shipped from Philadelphia during tly 
last war for emergency use. After the war we allocated to them money to replace 
them with new presses. The record shows that in 1946 five new presses were 
bought, and two more in 1950. They left the old presses standing on the floor as 
stand-bys for emergency periods. The record further shows that all the rolling 
and all the blanking equipment currently used at San Francisco has been bought 
and installed since 1947; also two-thirds of their melting equipment since 1947 

These facts, needless to say, have no bearing upon the desirabilitv of making 
still more improvements in facilities at that mint. TI heartily appreciate the atti- 
tude indicated today by this committee of willingness to provide for such improve- 
ments as will conduce to greater efficiency. 
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WEDNESDAY, JANUARY 23, 1952. 


BUREAU OF INTERNAL*REVENUE 
WITNESSES 


JOHN B. DUNLAP, COMMISSIONER 

JUSTIN F. WINKLE, ASSISTANT COMMISSIONER 

T. C. ATKESON, ASSISTANT TO THE COMMISSIONER 

F. I. EVANS, HEAD, BUDGET AND FINANCE DIVISION 

Ww. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


SALARIES AND EXPENSES 


Amounts available for obligation 


1951 actual | 1952estimate 1943 estim 


Appropriation or estimate $246, 820,000 — $253,000,000 $305, 000, 
Proposed supplemental due to pay increases 959, OOO 


Total available for obligation 246, S20, 000 271, 959, 000 305, 000, 
Unobligated balance, estimated savings ~950, 462 


Obligations incurred 245, S69, 538 271, 959, 000 305, 000, 


Obligations by activities 


Description 1951 actual ( stimate | 1953 estim: 


1, Interpretation of revenue laws, and ruling services $3, 949, 201 
2. Investigation and audit of tax returns 120,7 
3. Collection of delinquent tax accounts 23 
Taxpayer conferences and appeals 

5. Regulatory, control, and inspection work 940, 5: 
. Processing returns, remittances, information documents, 

and claims 32, 376, 851 70, 814, 698 
7, Statistical reporting , 760, 960 , 918, 811 
§. Executive direction 323, 039 348, 497 


Obligations incurred 245, 869, 538 271, 959, 000 305, 000, 


Obligations by objects 


Object classification 1951 actual 952estimate 1953 estim: 


Total number of permanent positions 58, 692 57, 261 
Full-time equivalent of all other positions 880 S7S 
Average number of all employees 56, 262 56, 447 


Average salaries and grades: 

General schedule grades | j 
Average salary $3, 904 $4, 376 
Average grade. __ E | GS-5. 9 j GS-6. 0 

01 Personal services: 
Permanent positions $216, 052,449 | $243, 408, 615 
Part-time and temporary positions , 208, 261 2, 493, 475 
Regular pay in excess of 52-week base S64, 96S 
Payment above basic rates. _- 412,585 | 348, 331 


Total personal services 219, 663, 295 
02 Travel , 229, 745 
03 Transportation of things 666, 6S4 
(4 Communication services —_. , 724,477 
05 Rents and utility services 7, 156, 303 
‘6 Printing and reproduction 3,955, 790 | 
Other contractual services . 461, 664 
Services performed by other agencies 17, 000 
Supplies and materials 2, 428, 140 
Equipment 2, 482, 017 
Refunds, awards, and indemnities 9, 035 
Taxes and assessinents : 74, 888 | 149, 


Obligations incurred 245, 869,538 | 4 959, 000 | 305, 000, 


| 


ate 


000 


C00 


000 


ite 


7,32 
‘66 
oe es 
5, 477 
29) 498 
, 922 


0, 842 


18 758 


000 


370 


'S-6. 1 


, 115 
3, 475 


4, 968 


331 


SAY 
5, 665 
000 


140 


SdH, 234 


000 
, O80 


767 


000 
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Analysis wt Saal nditures 


ic 1951 actual | 1952 estimate 1953 estin 
aa 
i 
.-| 


Unliquidated obligations, start of year. - $16,471,097 | $18, 341, 489 $20, 36) 








Obligations incurred during the year - _245, 869, 538 | 271, 959, 000 305, 000, 00 
} 262, 340, 635 | 290, 300, 489 325, 360, 210 
Deduct: 
Unliquidated obligations, end of year__-. | 18, 341, 480 | 20, 360, 210 23, 100, 000 
Adjustment of prior year obligations E , €7,0a¢ |.<-.... i 
Total expenditures ____--. ec | 243, 951, 219 | 269, 9 40, 2 279 m9 | 302, 2 
— —— a \—= seslate rut ce 
Expenditures are distributed as follows: | | 
Out of current authorizations , : 227, 890,097 | 234,159,990 | = 282. 250, 1K 
Out of prior authorizations_- : 16,061,122 | 17, 983, 529 18, 847, 97 
Out of anticipated 1952 supplemental for pay increases mata aah 17, 796, 760 1, 


Mr. Gary. The committee will come to order. 

We will consider this morning the request of the Bureau of Interna! 
Revenue, and in this connection we will insert in the record at this 
point page 161 of the justifications, from which it appears that the 
appropriation for 1950 was $253,000,000, the request for 195: is 
$305,000,000, an increase of $52,000,000. The 1952 appropriation 
however, does not include a proposed supplemental to cover the cos! 
of authorized pay increases. 

(The matter referred to follows: ) 


Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act ae pace : $253, 000, 000 
Supplemental appropriation for 1952 Loe : 
1 


253, ( 000, 000 


Total appropriation, 1952 


Reductions: 


1. Interpretation of revenue laws, and ruling services _ _- 66, 992 
2. Investigation and audit of tax returns ; : 3, 867, GSS 
3. Collection of delinquent tax accounts pera e 407, 540 
4. Taxpaver conferences and appeals 490, 567 
5. Regulatory, control, and inspection work 662, 208 
6. Processing returns, remittances, information documents, 
and claims : 3 ’ ; 2, 766, 398 
7. Statistical reporting : ; : 10, 174 
8. Executive direction 9, 260 
8, 280, 922 
Additions: 
1. Interpretation of revenue laws, and ruling services 382, 906 
2. Investigation and audit of tax returns 9, 947, 837 
3. Collection of delinquent tax accounts 2, O98, 551 
Taxpayer conferences and appeals 1, 210, 722 
5. Regulatory, control, and inspection work __- 1, 666, 337 
6. Processing returns, remittances, information documents, 
and claims 6, 811, 499 
7. Statistical reporting 53, 450 
8. Executive direction 1,83 


92 176, 133 


Adjustment in base (net) - $13, 895, 211 
Appropriation base for 1953 : : 266, 895, 2! 

Increase over appropriation base for 1953__- 38, 104, 7S" 
Appropriation estimate for 1953 305, 000, 000 
Increase or decrease from total appropriation, 1952_ $52, 000, O00 


Does not include proposed supplemental to cover cost of authorized pay increases. 
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Comparison of appropriation base with appropriation estimate for 1953 


| Appropriation base Appropriation esti- 
for 1953 mate for 1953 
Activity a : : So ed 


Increase or decrease 


Average Average 


Average 
| positions) *™OuUnt | Kositions 


Amount : 
positions 


Amount 


Interpretation of revenue laws 
and ruling services $4, 520, 739 7 | $4, 657, 324 33 $136, 585 
» Investigation and audit of tax 
returns 24, 2 |129, 459, 015 | 30, 553. 2 1159, 588, 661 5. 937 30, 129, 648 
: Collection of delinquent tax ac- | 
counts 3, 523 26, 006,027 | 6, 27, 779, 518 31 1, 773, 491 
faxpayer conferences and = ap- 
peals : 2, 175. 13, 939, 45: 2, 33! , 995, 477 
Regulatory, control, and inspec- 
tion work 3, 87% 21, 142, , 08 21, S20, 498 
6. Processing returns, remittances, 
information documents, and 
claims Is 5 | 69, 571, rs 5 3, 784. 922 
;. Statistical reporting 26. 2 1, 915, 526. $ 915, $42 : 
s. Executive direction 51. 340, 448, 758 5 108. 141 
Increase over appropriation base 55, 266, 895, 2 33, 248.1 305, 000, 000 7,439.0 | 38, 104, 789 
Adjustment in base (net) tl, 36 —13,895,2 -1, 369.0 |+13, 895, 211 


Total, appropriation 1952, and 
appropriation estimate for 
1953 


de 


2453, 000, 000 3, 248. 1 5, 000, 000 6, O70. 0 52, 000, 000 


GENERAL STATEMENT 


Mr. Gary. Mr. Dunlap, do you have a statement? 

Mr. Dunuap. I do; yes. 

Mr. Gary. We will be very glad to hear from you at this time. 

Mr. Duntap. Mr. Chairman, | appreciate this opportunity to 
explain the request of the Bureau of Internal Revenue for operating 
funds for the fiscal year 1953. We hope to provide you with an 
adequate description and justification for our request. 

We are asking that you approve an appropriation of $305,000,000 
for the Bureau for the fiscal vear 1953. 

Last August the Congress appropriated $253 ,000,000 for the opera- 
tions of the Bureau for the fiseal year 1952. Subsequent events, 
including the pay raise voted by Congress, have made it necessary 
for us to request a deficiency appropriation which is now before the 
Budget Bureau. The sum we are requesting for the fiscal vear 1953 
is an increase of $52,000,000 over the amount appropriated for 1952. 
Included in this increase is $19,148,000 representing the net increased 
costs due to the pay raises voted by Congress after adjustment for 
the new leave seale. $32,852,000 represents the cost of performing 
the additional duties incident to the increased workload facing the 
Bureau during fiscal vear 1953, which necessitates an increase of 
7,439 employees above the number which the Congress has approved 
for the fiscal year 1952. The deficiency request now pending with 
the Budget Bureau is for the purpose of meeting the pay raise cost 
for 1952, and to enable us to recruit the added employees required 
during the latter months of this fiscal vear. 
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INCREASED WORKLOAD 





Our increased workload and additional duties stem from congres- 
sional enactments designed to increase the revenue and from chanvys 
in the national economy which directly affect tax collection. Amony 
the sources of added work for 1953 are 

(a) The wagering taxes imposed by the Revenue Act of 1951; 

(6) An estimated 5.5 million self-employment tax schedules filed 
under the social security amendments of 1950; 

(c) An estimated 150,000 complex excess profits tax schedules 
required by the Excess Profits Tax Act of 1950; 

(7) An estimated 15 million additional information returns on 
dividend payments resulting from the Revenue Act of 1951; 

(e) From 3 to 4 million added individual income tax returns 
flowing from population and employment increases; 

(f) 10 to 15 million additional withholding tax receipts resulting 
from increase in number of wage earners; 

(g) Higher tax rates all along the line under the Revenue Act of 
1951 which increased the difficulty of collection and brought more 
tax returns into the area which should be covered by audit; and 

(h) Floor stock taxes on alcoholic beverages and other products 
subject to higher excise tax rates, and floor stock refunds on certain 
items subject to reduced excise tax rates. 

The necessity of performing the work placed on the Bureau of 
Internal Revenue by these additional considerations, when added to 
the tremendous volume of work already confronting the Bureau, poses 
a tax administration problem of dimensions never before encountered 

The enactment of the wagering tax provisions of the Revenue Aci 
of 1951 places a duty upon us which differs from our ordinary ta\ 
collection procedures and which, if adequate enforcement is to be had, 
will require the services of a large number of additional enforcement 
officers in our collection offices. These enforcement officers must |» 
of a type qualified to deal adequately with a type of taxpayer who will 
not voluntarily comply with these sections of the statutes. 

We know from experience that any increase in tax rates tends to 
create additional delinquencies and deficiencies which are difficult to 
determine and collect. Our additional burden in these respects wil! 
be considerable. 

The processing of the various schedules and returns listed above will, 
in itself, be a major undertaking. 

The necessity for examining excess profits tax schedules during 
fiscal year 1953 will result in the equivalent of a 10-percent decrease in 
internal revenue agent examinations below our current level, due to 
the complexity of these returns. Unless we decrease our examination 
coverage, We must necessarily increase our force of internal reven 
agents accordingly. 

In addition to the added workload I have discussed, developments 
stemming from other congressional actions since our last appearal: 
before this committee have necessitated the adoption of programs ho! 
foreseeable at that time. 

The activities of the Kefauver committee demonstrated to 
Bureau the need for intensified activity in examining the returns 0! 
taxpayers in the so-called racketeer class. This necessity was rec 
nized by the Secretary of the Treasury and the Commissioner 








Internal Revenue, and a program to meet it was instituted in the 
latter part of March 1951. A director for a special tax fraud drive 
was appointed on April 27, and the organization of racketeer squads 
all over the United States was begun. The development and instruc- 
tional phases of this drive were completed by the end of June and 
by July the squads were in full operation. The work has been gaining 
momentum each month thereafter. We have assigned 2,377 of our 
best front-line enforcement officers to the racket squads and they have 
produced in additional assessments and jeopardy assessments to date 
in excess of $50,000,000 in additional taxes, penalties, and interest. 
They have ree ‘ommended 247 racketeers to the Department of Justice 
for prosecution. Indictments have been returned against 148 defend- 
ants and 67 of them have already been convicted. 

No program ever adopted by the Bureau has met with greater 
acclaim from the honest taxpayers of this country. 

When we assigned 2,377 of our best front-line enforcement officers, 
together with the necessary supporting clerical personnel, to this work, 
which is far more technical and time consuming than the ordinary 
examination of returns, we were forced, of course, to reduce our regular 
examination program. Our budget request for fiscal year 1953 en- 
visions the vigorous continuance of the racketeer drive and the replace- 
ment of the officers engaged therein by new officers who will carry on 
our regular field examination efforts. We consider the vigorous 
prosecution of our racketeer drive as our first order of business during 
the coming year. 

Other developments with which you are‘all familiar have demon- 
strated conclusively that in our efforts to increase front-line enforce- 
ment we have not increased our supervisory structure adequately and 
inproportion. In the fiscal year 1944 we had 16,473 front-line enforce- 
ment officers and 323 supervisory officers. During the fiscal year 1951, 
with more than 26,000 front-line enforcement officers, we still had only 
333 supervisory officers. The results have been obvious. Since the 
Bureau appeared before you last, it has been necessary to strengthen 
the supervisory structure in order to permit tighter control and super- 
vision over our field offices. This has been done by increasing the 
number of our supervisors all along the line and by creating the new 
inspection service which will have full supervision over the examina- 
tion of our field offices and employee conduct. We feel sure you 
recognize the need for these steps. Their continuance is encompassed 
in our request for funds. 

The Inspection Service is supervising the examination of the past 
3 years’ income-tax returns of all of our front-line enforcement and 
supervisory personnel who contact the public, and is examining the 
financial statements submitted by these employees. In addition, it 
is engaged in a complete revision of our manuals setting forth the 
details and procedures for examination of our various field offices. It 
is charged with the responsibility of checking every rumor from every 
source concerning the conduct of any of our people. 


MANAGEMENT IMPROVEMENT PROGRAM 


We have continued with our management improvement program 


and have completed the conversion of 12 additional! collection districts 
to the highly efficient electric tvpewriter-—continuous form method of 
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accounting with the funds you allotted us in our last appropriation, 
Although we do not wish to take up your valuable time with a full 
recital of the advances we have made in management improvement 
during the past year, we are most anxious that each of you know of 
them, so we are leaving you with a description of our accomplishments 
in this field which we hope you will read at your leisure, may I add, 
if any. 

In the policy field, the Secretary of the Treasury has announced 
recently three changes which will be of material assistance in expedit- 
ing and simplifying cases in the fraud category. These are 

(a) Abandonment of the so-called health policy; 

(6) Abandonment of the so-called voluntary disclosure policy, and 

(c) The elimination of the review of fraud cases at the Bureau level, 
meaning that prosecution cases henceforth will be referred directly 
from our field offices to the Department of Justice. 

We in the Bureau feel that our system of taxation requires a fair 
audit and field examination process. We are convinced that this 
coverage should be as broad as is possible. We feel that any deteriora- 
tion or lessening of our present coverage would have serious effects on 
the revenue. Our request for funds for fiscal 1953 envisions the mini- 
mum examination coverage we feel essential to prevent deterioration 
in return preparation and examination. We estimate that our exam- 
ination program for fiscal year 1953 will result in additional revenue 
of $2.2 billion. 

We are now engaged in plans to increase the effectiveness of our 
audit through the recruitment of higher grade talent and better 
initial training. 

In cooperation with the Civil Service Commission we have been 
developing higher minimum standards for appointment of all deputy 
collections. When fully effective, this will insure men with a back- 
ground of higher training and experience than formerly required. 

In the field of training, we are in the process of developing a more 
realistic program to insure that our recruits will be exceptionally well 
qualified to cope with the actual problems with which they will be 
confronted in their day-to-day work in the examination and investiga- 
tion of the various types of tax returns. 

We have recently discussed with representatives of the American 
Institute of Accountants some of their techniques for more effective 
training of young accountants. Our objective is to develop account- 
ing training with emphasis on methods of verifying tax information 
by the most efficient methods possible. In short, we want to develop 
accountants with a high degree of analytical ability, rather than 
auditors. We can cover far more ground by this approach with jus! 
as good if not better revenue results. We also want better traiminy 
courses in fraud detection, in corporation finance, in how to meet anc 
deal with taxpayers, in report writing, in work simplification, and 
other matters which will increase the individual efficiency of each o! 
our employees. 


TRAINING OF EMPLOYEES IN FAIR AND COURTEOUS TREATMENT 0t 
TAXPAYERS 


Much insistence is also being placed on the training of all employee- 
in the matter of fair and courteous treatment of the taxpayers. Ver) 
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positive additional instructions on this point were issued to every 
employee in our service on November 30, 1951. We consider this a 
matter of great importance, and if the committee well permit me | 
should like the privilege of inserting a copy of these instructions in the 
record at this point. 

Mr. Gary. I think it would be well to read the letter. 

(Mr. Dunuap (reading): 


Officials and employees of the internal-revenue service: This communication 
is intended as a personal notice to each and every member of the revenue service. 
It is important that each member of our organization consider it as being directed 
to him or her. 

Despite the tremendous effort that most of our officials and employees are 
making to justifiably carn the good will and respect of the public for our ageney, 
1 am still receiving mail which indicates rather clearly that there are some among 
us Who through thoughtlessness, carelessness, or indifference are not serving the 
public as the public has a right to be served—with tact, consideration, and 
courtesy. 

Hach of us is paid out of public funds to serve the public efficientuy, courteously, 
and sympathetically. The law prescribes the rules for the public in respect to 
the taxes to be paid. We are paid to be helpful to the public in its understanding 
of and compliance with those rules. 

I am sure that each of us understands our obligations to the public, but under 
pressure of work we may at times appear to become irritated because some tax- 
payer, who works with taxes only 1 or 2 days out of the vear, does not appear to 
understand as much about the rules as we who work with taxes throughout the 
year. Any display of irritation on our part under such circumstances must be 
stopped. 

At times we also appear to be autocratic by stating to a taxpayer that ‘I am 
going to disallow a deduction.”” We must never use such an expression because it 
is not we who disallow deductions—it is the law or regulations which disallow 
deductions. We must be most careful to always point this out. 

The law has attempted to protect taxpayers from arbitrary actions of in- 
dividuals by providing certain appellate rights. We have been careful to point 
this out by describing these rights prominently in the instructions accompanying 
the tax forms. We wholeheartedly believe in these rights, and it is our policy to 
grant full and sympathetic consideration to the appeal of any taxpayer who feels 
that he has been aggrieved. This policy must be carried out and every taxpayer 
instructed as to his rights when he expresses any nonconcurrence with proposed 
action. 

The whole problem of dealing with the public in accordance with established 
policies is one which has been brought to your attention at various times in many 
ways. No matter how it is stated, it boils down to a common-sense attitude. 
We are all adults; we should act as adults in patiently and intelligently helping the 
taxpayer in all walks of life understand those things which are not clear to him. 
This does not mean that we are to be any the less firm and diligent in the collection 
of taxes due. 

With the increase in number of new and inexperienced taxpayers, the added 
taxes being imposed by law, and the continual addition of new employees to 
our service, the problem of proper dealing with the public has taken on increased 
importance. Because of its importance, | am going to hold each employee strictly 
accountable for his actions in this regard, and complaints by taxpayers which are 
found to be justified will form the basis for disciplinary action. 

The revenues of our Government are too vital to our national existence for us 
to take halfway measures in the elimination of any and all obstacles in the path of 
providing our Nation with a revenue service that is beyond reproach. In this 
area, as well as all others, [ propose to take full measure. 

Accordingly, I am directing our Inspection Service to bring to my personal 
attention all cases in which it is found that a taxpayer has a justifiable complaint 
as to the treatment he has received at the hands of any employee. 

In order that there may be no misunderstanding as to this, every supervisory 
official is to personally see that this communication is read by all employees under 
his jurisdiction. 
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BETTER TAX FORMS 


As a meas of insuring the filing of more returns free of error, we 
are constantly pressing for elearer and simpler tax blanks and i 
structions, and the certainty that each potential taxpayer is Seiiliod 
with the necessary information. Many improvements have bee: 
made in the 1951 tax blanks. <A source of one of the most common 
errors—namely, credit for dependents—has been reduced throug!) 
the addition of a new schedule on the 1951 forms. More intensive 
study will be devoted during this vear to each and every piece of 
paper that goes to the public from any part of the revenue service so 
as to reduce, if not eliminate, every source of confusion possible. | 
have here a “package” type of tax-return form which we are trying 
out this year in Indiana and Massachusetts. It has many advantages 
over the present form. You may wish to have a copy for study at 
your convenience. 

Aside from the statement, I might say it eliminates the necessii\ 
for stuffing them in envelopes that we have to do every year. It gives 
the taxpayer a complete package return. All we have to do is stick 
the mailing slips on them. We have machines designed for that. It 
reduces it to a very simple operation. It is much cheaper than the 
old operation. Not only is the printing of the return cheaper but we 
eliminate all of that personal hand stuffing, and it is acceptable to the 
post office, which, of course, is one thing we had to insure before we 
put them out. It has everything right in one package. I think ii 
costs something like one-half cent less per return than printing in 
the old set-up. Of course, the mailing costs, the handling costs, are 
maerially less. It eliminates, of course, the cost of the envelopes. 

You don’t use envelopes with them. If it is satisfactory, and so 
far it seems to be, we hope to extend that to the whole country next 
year. 

EXECUTIVE MANAGEMENT 


In the field of executive management we are relieving our top 
officials of all paper work possible so that they may have time to 
personally direct the operations over which they have supervision 
We have ordered wide use of the powers of delegation available to ts 
under Reorganization Plan No. 26. Hundreds of delegation orders 
have been issued, and we intend to see that others are issued 
needed to free them for their primary tasks of executive direction 
Clear thinking, vigorous supervision, and well-sparked personal leader- 
ship among our officials will go far toward encouraging and stimulating 
our employees to put forth that extra bit of effort which the over- 
whelming size of our job demands. Only last week an earnest plea 
went out to all collectors that—despite their budgetary problems, 
despite the embarrassment and disappointment of our people that 
have resulted from the misdeeds of some—we must encourage anc| 
lead our employees to put forth that extra bit of effort over and 
beyond the call of duty which is so badly needed to get us safely, 
through the current filing period. Our people are showing an admir- 
able response to this emphasis on extra drive, vigorous executive 
direction, and sympathetic encouragement to e ven greater production 

During the past few months we have completed three organizational 
changes calculated to aid our supervisory officials in the better man- 
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agement of their work. These include the consolidation of the revenue 
agents examining excise-tax returns with the revenue agents examining 
income-tax returns; the merger of the Tobacco Tax Division with the 
Alcohol Tax Division, forming the Alcohol and Tobacco Tax Division, 
resulting in the merger of field examination work of the tobacco and 
alcohol industries, and a complete functional reorganization of the 
Washington office of the Income Tax Division. In addition, we have 
placed into effect the standard organizational nomenc lature recom- 
mended by the Senate Committee on Expenditures. 

Yet, despite the vigorous action taken, we are still faced with an 
extremely serious situation. 

The collection of delinquent tax accounts reflected by outstanding 
warrants for distraint are dangerously high. The number now stands 
at 907,200, involving $621,645,000. The longer collection is delayed, 
ihe more we have to write off eve ntually as uncollectible. 

On October 31 last year, protested deficiencies pending settlement 
stood at $1,678,000,000, and unagreed overassessments aggregated 
$270,116,000. 

The housing facilities for our offices in many of the larger cities of 
the country are not suitable for efficient operations. 

The condition of our appropriations is such that we have had to 
operate with a freeze on all appointments for the past several months. 
As a result, there has been a net decrease of over 1,300 employees in 
the collectors’ offices alone since last July 1 

We still have a backlog of regulations to be issued under the Revenue 
Act of 1950 as well as that of 1951. 

{ach year, about 17 million Forms W-2a show up as unmatched 
with related Forms W-2. We simply have not had the manpower to 
follow through on these to determine whether they represent addi- 
tional tax due the Government or refunds due the taxpayers. Either 
way, the potential tax change involved will run into large sums. 

The estimates which we have given you represent what we consider 
our minimum needs to administer a $70-billion tax system. Ad- 
mittedly, these are estimates, but we sincerely believe them to be as 
close to our minimum requirements as possible. Any reduction in 
them will either deny the taxpayers the service we must give them or 
weaken our enforcement program to a point which will adversely 
affeet compliance and collections in the years ahead. 

Our moppegpe do not take into account any effects of Reorganization 
Plan No. 1, which was submitted by the President to the Congress 
on January 8 of this vear. 

The adoption of the plan will enable us to cope more-adequately 
with the problems which I have breifly outlined. I will be happy to 
diseuss the details of the plan and its development background with 
you if you so desire. We consider it a major improvement over our 
present organization. 

No detailed estimates of operating economies have been made, 
although numerous avenues for operational savings are mherent in 
the plan when it becomes fully effective. Our primary job is to set 
up the new organization and out it into operation simultaneously 
with unbroken collection of the revenue. Widescale 1 ‘eadjustments 
in procedures are involved. Obviously, no savings can be expected 
during the transition period. 
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This makes it doubly important that the funds requested for 195% 
be supplied. We have a great opportunity to modernize the Bureau 
from top to cottom as the culmination of our past management im- 
provements and studies, including studies made by the mvestigative 
staff of this committee and by others financed by funds provided hy 
this committee. We therefore earnestly urge that you aid us, es- 
pecially during the period when we must continue current operations 
unabated while perfecting the new structure, by allowing our esti- 
mates in full. 

Mr. Chairman, this concludes my formal statement. I appreciate 
your giving me the time to read it, and I shall now be glad to discuss 
with your committee any and all matters concerning which you may 
wish to inquire. 

COST OF PAY INCREASE 


Mr. Gary. Mr. Dunlap, how much do you estimate that the salary- 
increase bill which was passed at the last session of Congress will 
increase your payroll? 

Mr. Duntap. $19,148,000. 

Mr. Gary. For the fiscal year 1953? 

Mr. Dunuap. Yes, sir. That takes into effect the net adjustments 
of the new leave scale. 

Mr. Gary. What is the amount of those adjustments? 

Mr. Duntap. The estimate was that it would be $24,842,000, less 
the savings under the new leave plan of $5,694 ,000for a net $19,148,000 
actual cost. 

Mr. Gary. What part, if any of that, are you absorbing? 

Mr. Duntarp. The only thing that we are absorbing are the savings 
on leave. I don’t know whether you would call that absorbing it or 
not. This Bureau was excused from absorbing it, if you remember. 

Mr. Gary. You do not propose to absorb any of it? 

Mr. Duntap. No, sir. On the contrary, Mr. Chairman, we ar 
asking for a considerable increase in number of employees. 


ADDITIONAL PERSONNEL REQUESTED 


Mr. Gary. Will you tell us what the $52,000,000 increase that you 
are requesting for 1953 over 1952 represents? 

Mr. Dunuap. Yes. It includes 4,333 employees and related costs: 
on a full year basis for administering, wagering tax provisions under 
the Revenue Act of 1951, that is $20,686,591; 2,865 employees and 
related costs, on a full year basis for replacement of personnel to be 
engaged entirely on racketeer drive in 1953, $13,999,466; 80 employees 
and related costs on full year basis for administering alcohol tax 
provisions of the Revenue Act of 1951, $371,760; 146 employees and 
related costs on full year basis for reducing backlogs of work in office 
of the chief counsel and the appellate staff, $1,002,830; 15 employees 
and related costs on full year basis for Internal Revenue Inspection 
Service recently installed in the Commissioner’s office, $108,141: 
additional costs for printing and reproduction due to increased 
quantity of forms and stamps required and higher unit cost of pro- 
duction, $1,441,001; further expansion to 14 smaller-sized collection 
districts, of mechanized program, $495,000. 








423 


Mr. Gary. Will you tell us what increases you are requesting in 
personnel? , 

Mr. Dunuap. Yes, sir. That was in the same list. We are in- 
cluding 4,333 employees in all categories, that is clerical as well as 
field, in the wagering tax enforcement field——— 

Mr. Gary. You stated a few moments ago that you had colle+ted 
about $50 million, 

WAGERING TAX 


Mr. Duntar. No, sir. That is racketeering. The wagering tax 
is so new, sir, that we really have very few figures in on it vet. The 
first monthly wagering tax returns didn’t have to be filed until the end 
of December. All we can give you there, sir, is the congressional 
estimate that was arrived at by the committees as to what it would 
eventually produce. 

Mr. Gary. You estimate that you will have 150,000 liable for the 
monthly excise tax on wagering, and 750,000 subject to the annual 
occupational tax on wagering; is that correct? 

Mr. Duntapr. You mean in the budget estimate? Yes, sir. 

Mr. Gary. How many have actually taken out the license on 
wagering? 

Mr. Duntar. We have had 12,639 applications for the stamp, at a 
payment to the Government of $383,504.28. We have had 1,515 
monthly excise tax returns under that provision of the law for $199,621, 
that is up through December 31. 

Mr. Gary. Making a total of how much? 

Mr. Dunuap. $583,125 

Mr. Gary. And how much are you asking to administer that 
department? 

Mr. Duntap. $20,686,591. 

Mr. Gary. $20,000,000 to collect $583,000? 

Mr. Dunuap. Well that is only a month’s collections. It is a brand 
new provision of the law and it is a type of tax, Mr. Gary, that they 
are not going to pay voluntarily. 

Mr. Gary. Do you think they are going to pay at all? 

Mr. Dun.ap. No, sir; I think we are going to have to take it away 
from them. That is the reason it is going to require such a large 
number of people to enforce it. 

Mr. Gary. Do you think it will be possible to collect $20 million 
out of those excise taxes? 

Mr. Duntap. If it is properly enforced, we should. The estimate 
that was before the Finance Committee when I testified before was 
that it would produce something like $400,000,000. I questioned that 
at the time. I still question it? But it is a provision of law which 
has either got to be enforced properly or not enforced properly and if 
it isn’t enforced properly and completely, it is just going to breed 
contempt for all the other provisions of the law. 

Mr. Gary. What is the purpose of the law? 

Mr. Duntap. We have got to look at the purpose as being a rev- 
enue measure. That is the only way we can look at it. That is the 
way, of course, that we are approaching it. But the law puts certain 
penalties in the statutes that becomes our duty to enforce. It is 
my opinion that as time goes on, these people are not going to file 








those returns voluntarily, and in order to enforce it, we have got to 
go to each one of them on our racketeer list and proceed to procure 
the returns by the best methods we can. 

Mr. Gary. I understand, though, that the licensing provision j- 
different from the racketeering enforcement program. 

Mr. Duntap. There are two provisions in this gambling tax law 
One of them is that they shall buy this stamp. That is one provision 
The other one is that they shall file a monthly return and pay 10 per- 
cent tax on their gross receipts from betting. I mean, all of the mone, 
that is bet with them, they should deduct 10 percent and pay it over 
to the Government. 

Mr. Gary. They can’t pay that and stay in business, can they? 

Mr. Dunuap. I should think that the main problem there is going 
to be whether they pass it on or not. Here is what the result is going 
to be, in my opinion, if we don’t enforce it, and I know that it tends 
that way. Now, if you go in and bet a dollar with one of these people, 
they are going to say there is a 10 percent tax on it and collect $1.10, 
and they are going to be 10 cents richer, 10 percent richer, right down 
> the line until our people catch them and make them pay these taxes 
So it boils down to a question, so far as we are concerned, of ability to 
enforce the law. I presented that same problem to the Senate Finance 
Committee when it was considering the provision. We are confronted 
in the Bureau of Internal Revenue with a type of task we have never 
had before, that is, we must prove, before these people will admit 
liability for this tax, that they are in a certain line of business whic! 
makes them subject to the tax. 

Mr. Gary. And which also makes them subject to the criminal laws 
of the State. 

Mr. Dunuap. Yes, sir; that is right. And it is a task that is entirely 
foreign under the revenue statutes to anything we have ever done 
before. It goes back to the old days that we all remember, the 
Prohibition Act, where either the thing has got to be enforced com- 
pletely and properly or we are going to breed contempt for all of the 
other provisions of the revenue statutes. 

That is what we have found in the racketeer drive which is the nex! 
subject on this. 

Mr. Gary. What you are really doing is putting the Bureau o! 
Internal Revenue into the criminal enforcement business; is it not? 

Mr. Duntap. I don’t want to substitute my judgment for th 
judgment of Congress; but when they passed that act I opposed i: 
because I did feel it was a field foreign to the business of the Interna! 
Revenue Service. I feel that we are entering a field there that morc 
justly belongs to the local enforcement officers. But in approaching 
it, since Congress did put it on the statute books, we must approac!: 
it as a revenue measure, and that is what we are attempting to do. 

The only thing is, it has complications as a revenue measure fa! 
beyond any other provisions of law. 


ADDITIONAL EMPLOYEES FOR RACKETEERING 


Mr. Gary. How many additional employees are you requesting 
for the racketeering program? 

Mr. Duntar. Now the racketeering is an entirely different field 
We are requesting there 2,865 employees to replace the personnel we 
already have on that drive. That includes clerks and field men, both. 
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Mr. Gary. Why can’t the men who are working with the racketeers 
also enforce this excise tax? 

Mr. Dunuar. That is where they would go. These additional 
employees on the wagering taxes would be used to expand these 
racketeer activities. The men who are working on the racketeer 
drive at this time, of course, are concentrating and have been, on 
the income tax phase, and it is a hard and a tough job to get the true 
income of a man in this line of business. When we work on a large- 
scale racketeer, such as Mickey Cohen, it takes anywhere up to 3 

‘ars with maybe 10 or 15 people on the case to get it in such a shape 
that we can determine the true taxes and get a conviction. So these 
people that are working on the racketeer “drive now are income tax 
specialists and specialists in fraud work, who have to dig it out the 
hard way, and it is a hard job to dig it out, because there are no 
records. You just have to get it from the ground up. 

Mr. Gary. Can they not, at the same time they are digging that 
out, also dig out the information concerning the excise tax? Wouldn’t 
the information that they dig out furnish a basis for the excise tax? 

Mr. Dunuap. Yes. They would continue to do that, but these 
additional people would be necessary in order to extend the coverage. 
There are 30,000 people on the present racketeer list. These new 
wagering tax returns are monthly returns. What we have been work- 
ing on heretofore has been the annual income tax return but these new 
taxes are a monthly return, and they are not going to file them any 
month, in my opinion, until we prove we are in business and we are 
going to take that return away from them. Now, that is my personal 
opinion. I think it is going to be that tough. In fact, from dealing 
with these people all over the country; you know, I was the original 
director of the racketeer work, and set these squads up all over the 
country and studied the field pretty carefully. They just don’t volun- 
teer a thing. 

Everything we get out of them, we take it the hard way. 

Now, the racket squads have produced $50 million to date and they 
have not yet reached the full peak of efficiency, the bigger cases, the 
ones that take maybe a year to develop have not begun to come in. 
This $50 million they have already produced is from ‘the smaller fry, 
local operators that are fairly simple to check and locate. The big 
boys, results from them, wouldn’t begin to pay off until sometime later. 
| have estimated that the results of the racket drive on the group of 
people we are now working on just for the years we are now covering 
will net somewhere around $250 million. 

Mr. Gary. Have you collected any of the 10 percent tax at all? 

Mr. Dunuap. Yes, sir, we have. We have collected $199,621.41 to 
date on that. 

Mr. Gary. The license that they take out is for a year; isn’t it? 

Mr. Dunuap. Yes, sir. It is just like any other stamp. 

Mr. Gary. And how much have vou collected from the licenses? 

Mr. Dun tap. We have collected $383,504.28. There is another 
interesting aspect to that. A lot of these people have not taken out 
their stamps and, of course, they are waiting to see what the local law 
enforcement officers are going to do about those who do take out 
stamps. In other words, we think they are just going under cover 
and awaiting developments to see what the result of the enforcement 
of this act is going to be. Of course, that is a matter of opinion on our 
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part, but that is my opinion. That is what they have done, is what 
I expected them to do. 


REACTION OF LOCAL AUTHORITIES 


Mr. Gary. What has been the reaction of the local authorities? 

Mr. Duntar. In many cases that we know of, where a man has 
taken out these stamps, the local authorities have desc ‘ended right on 
his place of business and have investigated them and, in many in- 
stances, arrested him for violating the gambling statutes, whatever 
they might be in that community. In fact, in one community the 
other day, the police brought a man in and the judge held that the 
mere fact that he purchased his stamp was conclusive evidence that 
he was a gambler and convicted him accordingly. 

Mr. Gary. Isn't that the effect if the local ‘police and courts take 
that attitude? Doesn’t that destroy your revenue? 

Mr. Duntap. Yes, sir. That is the angle I brought up before the 
committees last year. I mean, last summer, when they were consid- 
ering it. IT told them at that time—I don’t mind telling you—that 
if I were in the gambling business, I would be reluctant to walk into 
the internal revenue collector’s office and pay $50 for the privilege of 
having my name turned over to the chief of police. TI don’t think | 
would do it and they are not doing it. That is the reason I say thev 
have gone under cover, and if we are to enforce it, we have got to dig 
it out. This field involves a criminal type investigator, such as we 
have in our Alcohol Tax Unit. We can’t use the ordinary deputy 
collector and agent in enforcing this type of law. 


EXPECTED REVENUE FROM WAGERING TAX 


Mr. Gary. What would be your estimate of the amount of revenue 
that vou are going to get under this law? 

Mr. Duntap. It would be far, far less than any figures that were 
shown as the estimate when they passed that bill. I don’t believe we 
could ever hope that it will produce $400,000,000. I do think that it 
will produce enough to carry itself, possibly. Our present belief is that 
it would more than exceed this, but I want to state to you frankly, 
you are not going to get the return per dollar invested that you get 
from your other internal revenue taxes. You are lucky if you get a 
dollar for a dollar instead of getting $38 for $1 as you do in the case of 
an internal revenue agent. Y ou are just not going to get any return 
like that. 

Of course, in my opinion, and it is my opinion, it is not primarily a 
taxing statute. It is a job which I didn’t want, but we have got it. 
The only question now is, Are we going to enforce it adequately, as | 
must assume the Congress intended for us to do, or are we going to 
allow it to be disregarded and thus bring the rest of our enforcement 
efforts into contempt? That is the problem that faces us. 


LEGITIMATE ENTERPRISES INVOLVED 


Mr. Gary. Does the tax apply to any legitimate enterprises at all? 
Mr. Duntap. Yes, because in some States certain forms of gambling 
are legal and the tax does attach to them regardless. The taxes apply 
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in the case of some but not all kinds of wagering engaged in for profit. 
More specifically, for example, the taxes apply to wagers on contests 
and sports events ac cepted by a person engaged in ‘the business of 
accepting wagers, and to lotteries and pools, for profit, including 
punch boards. 

Mr. Gary. Does it apply to parimutuels? 

Mr. Duntap. No, sir. The taxes also apply to the numbers game 
or policy and to horse race betting, except through a State-licensed 
pi arimutuel enterprise. They do not apply to drawings conducted by 
churches, schools, veterans’ organizations, and so forth, if the organiza- 
tion is exempt from income tax under section 101 of the Internal 
Revenue Code and if no part of the net proceeds inures to the benefit 
of a private shareholder or individual. Since the taxes are imposed 
on wagering games, for profit, they do not apply to the bona fide 
social or friendly wager or game. They do not apply to slot machines 
and other coin-operated machines already taxed. They do not apply 
to any lottery conducted for profit and similar types of wagering in 
which, usually, the wagers are placed, winners determined, and win- 
nings distributed in the presence of all participants. This exempts 
poker, black-jack, dice games, roulette, gambling wheels, bingo and 
other similar games or contests. 

Mr. Gary. Is that according to the statute or the regulations? 

Mr. Duntap. No, sir, that is the statute. Take, for instance, that 
phrase, up there ‘including punch boards.’’ Well, punch boards are 
perfectly legal in some States; in other States they are illegal. That 
has presented us with quite a problem in the Bureau already. In 
some of the States were you go into any drug store, where they have 
these little punch boards and punch one of those numbers out and 
win a box of candy—under this statute, the people are subject to the 
stamp and the 10 percent tax. They are not legal in many states 
but they are in a few. 

Mr. Gary. Does it apply to the one-armed bandid, the slot 
machines? 

Mr. Duntap. No, sir. That is covered by another tax. It does 
not apply to wagers placed in a coin operated device, that is covered 
by another Federal stamp tax already. 

Mr. Gary. Does it apply to the pinball machines? 

Mr. Duntap. No. They are covered by another tax also, that 
is, another provision of the statute. They are covered by the stamp 
tax, just as slot machines are. It is a complicated thing, and we in 
the Bureau are faced with quite a poser on the enforcement of it. 


REVENUE FROM TAX STAMPS 


Mr. Gary. Do you have any way to estimate the gross “take” of 
those licensees who have purchased stamps thus far? 

Mr. Dunuar. No, sir, we do not. We have no idea. There is 
another thing about the purchase of those stamps. Quite a few of 
them are purchased by stamp collectors, and they didn’t know what 
they were doing. They purchased these stamps and the policemen 
descended on them next day, and the explanations began to come in: 
“Well, Iam an average stamp collector and as in the case of the first 
issue of any stamp, I would go out and pay that much to have one of 
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the original stamps issued on the first day it became available.” 
There were quite a few of them. 

About those estimates, Mr. Gary, the official Treasury estimate 
on how much they would produce over the full year’s period was 
$300,000,000. That would depend absolutely on how many of these 
people stay in business under the conditions that they are now facing, 

Mr. Gary. Who projected the $400,000,000 estimate that was use? 

Mr. Duntap. The committees of Congress arrived at that in con- 
sidering the bill. 

Mr. Gary. How? 

Mr. Duntar. Now, Mr. Gary, you are asking me a question I don't 
know. I questioned it severely at the time. 


ADMINISTRATION OF WAGERING TAX 


Mr. Gary. Do you propose to set up an entirely new unit to handle 
this or will it be handled in the field by the various collectors’ offices? 

Mr. Dunuap. It will be handled in the field through our regular 
collection and investigation processes. We have these racket squads 
set up now but they are an integral part of our present offices, in our 
present offices and we hope to enforce the collection of this thing 
through the racket squads in the collectors’ offices, assisted by the 
racket squads in the special agents’ offices. 

Mr. Gary. You will not have a special gambling unit like you do 
the Alcohol Tax Unit? 

Mr. Duntap. No, sir. We do not envision anything like that 
I don’t believe in setting up special units to handle these jobs. In 
fact, the whole goal we are shooting for right now is streamlining and 
simplification of our entire structure. We are perfectly able to handle 
it with our present machinery, provided we have the adequate per- 
sonnel to do it. We don’t have that type of personnel now excep! 
in the Alechol Tax Unit. 


ADDITIONAL PERSONNEL REQUESTED 


Mr. Gary. I interrupted you. You started to give us the con 
plete number of additional personnel that you requested. 

Mr. Dunuap. Yes, sir. That group that we have been discussing 
was 4,335. The next group was 2,865 personnel to replace the per- 
sonnel now engaged on the racketeer drive. 

Mr. Gary. So that gives you 7,100 for those two activities. 

Mr. Dunuap. Yes, sir. Then we have a request for 80 employees 
for the Aleohol Tax Unit. We are far undermanned there and are 
badly in need of help in that agency. 

Mr. Gary. I thought you were going to save personnel there? 

Mr. Duntar. Yes, but what we have there, Mr. Gary, in building 
these racket squads, we have taken investigators our of the Alcolio! 
Tax Unit and put them in these special squads because of their trai 
ing in shadow work and all that kind of business. These rach 
squads are composed at the present time of deputy collectors, 
ternal revenue agents, special agents, and Alcohol Tax Unit agen! 
They are a combination of all four of our investigative agencies | 
the present racket squad. We also have an increase in the functio 
of the alcohol tax people not related to the combination with 1! 














tobacco tax work—the new floor-stock taxes that will have to be 
paid under them. 

The distilleries are operating on an around-the-clock basis now and 
we are having, of course, to keep our people there to supervise their 
operations on such a basis. That means it is necessary for us to 
take Inspectors out and use them. As this increase of alcohol has 
gained momentum, we have had to keep our people there 24 hours 
a day. That is what that SO employees is meant to cure. 


ADDITIONAL PERSONNEL FOR ALCOHOL TAX UNIT 


Mr. Gary. In connection with your request for additional em- 
plovees for the Alcohol Tax Unit, I have a letter which was addressed 
to me by the Honorable Charles E. Bennett, Member of Congress 
from the Second District of Florida, urging these additional agents. 
| want to insert that in the record at this point. 

(The letter referred to follows:) 


Hon. J. VAUGHN Gary, 
Chairman, Treasury-Post Office Subcommittee, 
House Appropriations Committee, Washington, D. C. 

Dear CoLtLeaGve: I have in my district a rather serious condition relating to 
bootlegging. Asa matter of fact, 1am told by the Alcohol Tax Unit of the Bureau 
of Internal Revenue that that area is perhaps the most critical one from an en- 
foreement standpoint. With the recent increase in the liquor tax, which was 
already very high, the situation is expected to become worse if vigorous steps 
are not taken to improve enforcement in that area, as well as in other parts of the 
country. 

I understand that the Bureau of Internal Revenue has asked for appropriations 
for 160 additional alcohol tax agents for the fiscal vear 1953; that the Bureau of 
the Budget has cut this in such a way that it will be possible to hire only 80 addi- 
tional agents for that fiscal vear; that the Bureau of the Budget has approved a 
supplemental appropriation for the current fiscal vear sufficient to hire 75 addi- 
tional enforcement agents during this year, but that these agents are expected 
io act merely as replacements for an equal number of agents who have been 
transferred to the intelligence unit of the Bureau. I understand that Mr. Dwight 
Avis, who is the present Deputy Commissioner in charge of the Alcohol Tax 
Unit, testified before the House Ways and Means Committee early in 1951 to the 
offect that each additional alcohol tax agent brings in four or five times the amount 
of his salary in additional revenue. 

| have taken a stand in favor of stringent economy. However, I believe that 
additional agents should be hired, at least until the point of diminishing returns 
has been reached, that is to say, until each additional agent brings in less than his 
salary in additional revenue. ‘Yo refuse to make appropriations for additional 
agents until this point has been reached impresses me as being rather foolish 
economy. Such appropriations are certainly a wise investment and woula help 
to balance the Federal budget. In addition, there should be no minimizing of the 
obligation of the Federal Government to the legitimate liquor dealers to protect 
them from the unfair competition of those who deliberately and intentionally 
violate the Federal tax laws in this regard. 

With these considerations in mind, I would deeply appreciate the serious and 
careful consideration by your committee of the possibility of increasing the supple- 
mental appropriation for the Bureau so that more than 75 additional agents can 
be hired for the remainder of the current fiscal year and of increasing the appro- 
priation for fiscal 1953 so that up to 160 new agents will be hired. To this end, it 
might be appropriate for your committee and its staff to make a careful study of 
the enforcement situation, perhaps with the cooperation of the enforcement staff 
of the Alechol Tax Unit, to determine the approximate number of new enforcement 
agents who can be hired before the break-even point is reached. If we here in Con- 
ress fail to hire that number, we are not carrying out our responsibiity to do 
everything possible to balance the budget nor are we carrying out the Govern- 
ment’s obligation to the legitimate liquor dealers; if we fail to make adequate 
appropriations for this purpose, we are indirectly permitting the growth of an 
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illegal enterprise which is fully as dangerous to our Government’s continuance as 
illegal gambling; of which we have heard so much recently. 

As you can see by the above, I feel very strongly on this subject and I would 
deeply appreciate an opportunity to testify with reference to it when hearings are 
held by your committee. 

Thanking you and with kindest regards, I am 

Sincerely, 
CuHarR.LEs E, BEenNNeTT, M. C. 


GAMBLING AND BOOTLEGGING 


Mr. Dunuapr. Did you see the television program last night of 
Senator O’Connor? 

Mr. Gary. No, sir. 

Mr. Dunuap. It was based on the increase in the number of stills 
and the production of illicit liquor and what a problem it was going 
to be. It was a combination of two things that these people in th» 
gambling business, who were going under cover, looking for other ways 
to make a living, and the increase in taxes of liquor were combining 
to build up the volume of illicit liquor, and the tremendous headache 
that law-enforcement officers are going to be faced with in enforcing 
the alcohol taxes. He made the statement that the Government will 
lose $500,000,000 this year in taxes on whisky alone. We know that 
these people are gambling and bootlegging. While we are doing 
everything we can with the people we have, it is a major problem 
down in Florida and Georgia and in east Texas and some of these 
other areas, New Jersey, catching more stills per day now than they 
did in the peak of prohibition. So it is a serious manpower shortage 
in that agency. 

Mr. Gary. Are there any other increases in personnel? 

Mr. Dunuap. Yes, sir. There is. There are 146 additional em- 
ployees to be used in reducing the backlogs of work in our chief 
counsel’s office and in our appellate staff, and, gentlemen, that has 
reached serious proportions. I left the position, as you know, of 
internal revenue agent in charge there in Texas, and the backlog of 
work in our appellate section—that name has been changed; that is, 
our technical staff, under the old name—has reached large propor- 
tions. They were an average of 26 months behind in the settlement 
of cases. Well, now, that is not fair to the taxpayer, with that increase 
stacking up and all of that business, and the costs are beginning to 
show up in other places. People with money were by-passing: the 
appellate staff by paying the taxes to stop the running of interest, 
file a claim for refund, then suing on a rejected refund claim in the 
district court. We think it is imperative that the workload be reduced 
on a per-man basis to a workload of not in excess of 8 months, which 
is about the workable workload that one man can handle. 

Now, those are highly technical and skilled employees, as you 
know. They are lawyers and certified public accountants most o! 
them; most of them are both and they are not easy to find. 

We have been increasing their force all during the year by tre 
ferring qualified internal agents or conferees over to that staff but the! 
is the number it takes to get the job done. 

Mr. Gary. Is that all? 

Mr. Duntapr. No. There are 15 others and that is the staff of 1 
inspection service we have had to install as a result of our findings 
in the past vear. 
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WORKLOAD 


Mr. Gary. | notice that your workload data appearing in the 
justifications are scattered, while they seem to be more compact in the 
committee print. We will therefore, insert at this point in the record 
all of the material appearing on pages 32, 33, and 34 of the committee 
print, beginning with the title ‘Program and Performance.”’ 

(The matter referred to follows :) 


PROGRAM AND PERFORMANCE 


The Bureau of Internal Revenue determines, assesses, and collects all internal- 
revenue taxes; interprets and enforces the internal-revenue laws: refunds any 
overpayment of tax or erroneous collection; prepares and distributes tax instruc- 
tions, regulations, forms, and stamps; and performs other duties under statutes 
related to internal revenue, 

Obligations are estimated to be $305,000,000 for 1953, an increase of $33,041,000 
compared with 1952. The increase is the result of additional work under new and 
established programs and of increased costs of services and materials. 

1. Interpretation of revenue laws, and ruling services.—Internal-revenue laws are 
interpreted, regulations are prepared and promulgated, and rulings are made on 
issues involving questions of statutory interpretation or application. Services 
are rendered to congressional committees in the analysis and drafting of proposed 
tax legislation. 

Selected workload data 


1951 actual | 1952 estimate 1953 estim 


Regulations, interpretative rulings, and legislative reports 

prepared 37, 415 41, 260 
Specific case rulings and advisory opinions 7 46, 120 
Rulings on wageriag taxes 2 000 


2. Investigation and audit of tax returns.—This is the primary enforcement work 


of the Bureau. It consists of all examinations, audits, and investigations for 
checking correctness and completeness of taxpayers’ returns and claims, and for 
determining the correct tax liability if error in reporting is found. It also covers 
review of examining officers’ reports, postaudit coordination work, obtaining 
delinquent returns, and conducting special confidential character investigations, 


Selectea workload data 


1951 actual 1952estimate 1953 estimate 


Office audits 2 3, 054, 787 3. 249, 000 3, 449, 000 
Field audits and investigations , 978, 117 000 2 174. 000 
Wagering taxes delinquency and audit investigations ; 20, 000 1, 000, 000 
Cases post-reviewed (income, estate, and gift g , 974 TOO 1, 097, 700 
Delinquent returns obtained 2 273, 2. 000 2. FOO, OOO 
Fraud investigations closed: 

Racketeer cases 2.325 24, 700 20, 500 

Nonracketeer cases | 5, 267 | Q 700 6, 300 


3. Collection of delinquent tax accounts.—The principal measures taken are (a 


preparation and issuance of prewarrant notices, (>) service of and collection 
follow-up on warrants, (c) administration of offers in compromise, and (d) per- 
formance of legal work in support of these functions. 


Selected workload data 
1951 actual | 1952 estim: 


Delinquent tax notices and bills prepared 18, 045, 397 18, 553, 000 18, 553, 000 

umber of warrants for distraint closed 1, 781, 250 1, 925, 000 2, 130, 000 
Case dispositions of offers in compromise and closing agree- 

ments , 483 7, 025 
Delinquent tax cleims prosecuted against taxpayers’ estates, 

insolvent taxpayers, ete : 10, S00 


» 908 


93930—52———28 
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4. Taxpayer conferences and appeals.—This consists of all phases of appellar 
work and associated legal work relating to appeals with respect to tax liabilit 
interest, or penalties, including the preparation of cases for settlement or trial, 


Selected workload data 


1951 actual | 1952 estimate | 1953 estir 


Taxpayer conferences held aE 58, 423 62, 850 | 
Case disposals of appeals to te chnical staff | 12, 135 13, 920 | 
Docketed appeals 4 ; init 7, 421 7,950 | 


Penal case disposals : * ; ; 1, 135 | 1, 200 


5. Regulatory, control, and inspection work.—Under the alcoholic beverage and 
firearms laws, tax liability is determined, industry operations and trade practices 
are regulated, and violations are detected and prosecuted. 


Selected workload data 
| 1951 actual | 1952 estimate | 1953 estin 
| i | 


| 
Inspection of plants and permittees other than wholesale and | | | 
retail dealers : : 40, 033 | 40, 000 | 
Inspection of wholesale and retail dealers 183, 292 | 85, 400 | 
Investigations of violations _____- 30, 846 | 30, 800 
Floor stocks tax investigation. ie 10, 000 


6. Processing returns, remittances, information documents, and claims.—This con- 
sists of all the operations incident to the handling of remittances, tax accounting 
bookkeeping, and filing of returns and records. It ineludes such related tasks a 
billing of taxpayers for current accounts, arithmetic verification of tax retur: 
computation and scheduling of refunds, Cetermination of tax liability on For 
1040A returns, matching of information documents, assistance to taxpayers 
preparation of their returns, correspondence regarding returns and remittanc: 
and preparation of transcripts of returns for authorized States and taxpayer 
It also covers costs of printing and distributing tax forms and instructions, a! 
all stationery costs of the Bureau. 


Selected workload data 


! 
1951 actual | 1952 estimate 
Returns received and processed 82, 624, 960 86, 430, 000 
Tax determinations made for taxpayers 15, 448, 178 15, 500, 000 
Arithmetic verifications of returns and related documents 24, 642, 712 30, 402, 700 
Refunds and credits scheduled_. 30, 688, OSS 31, 000, 000 
Information document matching operations performed. _. 109,798, 208 | 113, 000, 000 


7. Statistical reporting.—As required by section 63 of the Internal Reve 
Code, annual statisties are prepared on income and profits taxes.  Statis 
covering collections, refunds, additional assessments, warrants for distraint, 4 
other data are compiled for public release or inclusion in the Annual Report 
the Secretary and the Commissioner. 

8. Executive direction. 


‘ 


Mr. Dux tar. I would like to tell you, too, about one item here, i! | 
may, at this point—talking about the workload—and that is this ¢) 
cess-profits tax schedule. Those can only be worked by highly quai: 
fied internal revenue agents, and I know from handling it in the fielc 
and analyzing it and trying to increase our production in case coverag 
as an internal revenue agent in charge, what that does to our examine 
tion ability. It just requires 10 percent more time to examine a retu! 
with the excess-profits tax schedule there than it does any other ty 
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of corporate return, It is a very complex examination, as I am sure 
you know. 


CHANGES IN) POLICY 


Mr. Gary. On page 5 of your statement, you call attention to the 
fact that three changes in policy have been adopted: The abandon- 
ment of the so-called health policy; the abandonment of the so-called 
volunteer disclosure policy; and the elimination of the review of fraud 
cases at the Bureau level, meaning that the prosecution cases hence- 
forth will be referred direc tly from your field offices to the Depart- 
ment of Justice. Will you explain those three changes? 


HEALTH POLICY 


Mr. Duntap. Yes, sur, | would be happy to. Those are changes 
in policy. Some of them have existed, of course, for years and years 
and have gone on over a period of years for many reasons, but they 
were policies which caused us a tremendous amount of trouble in the 
Bureau of Internal Revenue. The so-called health policy was one 
which said that if a man convinced our people that he had something 
wrong with him to the extent that a trial would endanger his life, 
that we would not consider recommending prosecution for his tax- 
avoidance crimes; settle it on a civil basis. That became very much 
abused as the vears went on. 

The minute you started investigating some old boy for income-tax 
fraud, he would run out and get two or three doctors’ certificates 
saving he had a bad heart or something along the line and that a trial 
would endanger his life. It came down to a point where there was 
quite an argument going on all the time as to why this fellow wasn’t 
recommended for prosecution. lL think the hearings of Mr. King 
and his fine subcommittee will indicate some of the problems that 
came up in that field. We came to the conclusion— I have always 
had it; | have always opposed it ever since [ have had anything to do 
with internal revenue work, because I think that our job in the 
Bureau is to find the facts: here are the facts, all of them, and then 
let the decision as to whether or not the man should be prosecuted 
because of such considerations as his health, rest in the ageney which 
has to do the prosecuting of this case. 

In other words, I consider the Bureau a fact-finding body in those 
cases and not one to pass on a question which should be better passed 
on in the judicial process or the prosecuting field. In other words, 
we just didn’ t consider it proper for us to make the decision that we 
are not going to recommend that this man be prosecuted. 

Mr. Gary. Is it proper for any one to make the decision? If a 
man is violating the law and is guilty, why shouldn’t he be prosecuted 
like anybody else? If a man violates some other criminal law, his 
prosecution is not withheld on account of health. 

Mr. Duntap. Exactly, and I didn’t want the Bureau to be placed 
in the position of saying we are going to decide something that a 
judge should take into consideration. We are giving them the facts. 
Here are the facts. 

Mr. Gary. I can readily understand that judges would consider 
the question of health in imposing sentence, and I think they fre- 
quently do, but not in determining prosecution, A sick man, if he 
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is violating the law, is just as guilty as a well man. I don’t see why 
the state of health should be taken into consideration on a question 
of guilt or innocense. 


VOLUNTARY DISCLOSURE POLICY 


Mr. Dun tap. Those are our ideas exactly, and that is the reason 
the so-called health policy was abandoned in the Bureau. 

The second one, abandoment of the so-called voluntary disclosure 
policv—ever since 1919, there has been a voluntary disclosure polic 
in the Bureau. It was enunciated several years back by the then 
Chief Counsel and since then has been a constant headache in the 
Bureau of Internal Revenue. Nobody has ever been able to come 
up with a definition of what is a true voluntary disclosure. Our 
policy was that if a taxpayer who had not returned his full taxes 
came in to any of our field officers in charge before an investigation 
of his return had been instituted and said, “I have erred; I filed 
improper returns, incorrect returns and here is a full statement of 
what I left out of them,” he makes a full disclosure and then cooper- 
ates 100 percent with our agents in verifying the correctness of his 
statement, that would be what has been known as a voluntary dis- 
closure and we would not recommend prosecution. Now, that was 
a promise held out on a Nation-wide basis to anybody, if vou make a 
complete voluntary disclosure, the internal revenue service will not 
recommend your prosecution and that, too, was terribly abused. It 
was a temptation in many respects. We found that many, man, 
times people would come running to some agent in charge and claim 
he was making a voluntary disclosure. He was making it only be- 
cause that morning some internal revenue agent had dropped in the 
bank and said, “I want to check the accounts of Mr. John Doe against 
his income tax return.” 

They would wait until they got a rumor that we were going to 
investigate them and then they would come in, laying a predicate for 
the claim that it was a voluntary disclosure, either to force us under 
that policy not to recommend prosecution or to plead it in defense if 
the recommendation was made anyhow. Then the question came up 
all aiong the line of how we were going to determine what is a true 
voluntary disclosure or not. It was a subject of much argument on 
the judicial level in our courts and it has been just a constant headacly 
to the service ever since. So all we have done in this case is to retract 
that blanket promise of immunity. We have removed that tempta- 
tion. It does not mean that if a man comes in and says, ‘‘T have made 
a mistake; I succumbed to temptation; here is what I did; here is tli 
whole story,” and we check him and it is the whole story, naturally, 
we would have to take that into account in determining whether 0: 
not to recommend prosecution, because vou know and I know that 1! 
that fellow did that, the chances are that no court in the world would 
convict him. So what we are saying in this policy is—and this has 
also been fully explained to the King subcommittee; they are arguing 
that point right now in their attempt to arrive at recommendations 
to lay before the Congress on all of these matters that we are removing 
the temptation to these people to wait until they are practical) 
caught and then come in. In other words, we are saying that there 
should be no promise of immunity. 
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In other words, the internal revenue service shouldn't say to one 
group of taxpayers, “Well, you hold out on us as long as you think it 
is safe, and then come in.’”’ And then come in and say to others, 
“You have got to pay it on March 15.”’ So that is what that means. 


DIRECT REFERRAL 


Now, the third level is something that we ‘have also been fighting 
for for years. I have always felt ‘that any criminal case would be 
better handled by direct referral, as we call it. In other words, after 
it was decided at the field office to prosecue this man, they should 
walk across the street and turn it over to the United States attorney, 
and from then on, the United States attorney would decide that he 
needed more evidence before he could lay it before a grand jury or 
decide that he had enough evidence or decide that the evidence didn’t 
justify prosecution on a local level, after our people in the field had 
thrashed it out with our own attorneys and decided that it should be 
prosecuted. Now, over the years, the deve ‘lopments in other depart- 
ments have necessitated a ve ry cumbersome review process and con- 
ference process in the Bureau. We have, I believe, figured out 17 
different places that these people could come, have conferences and 
finally prosecution, There is a great delay. The courts have said, 
“Why do you come in here in 19! 51 to prosecute an income-tax evasion 
which occurred in 1945?” Well, all of these processes took time. 
We have wanted to do it for years. The Department of Justice has 
wanted us to do it. We have merely reached an agreement now 
whereby, on our part, When we finish with them at our local level and 
our representative of the chief counsel’s office at the local level, and 
our special agent in charge concur that it is a prosecution case and 
should be prosecuted, they ship it directly to the Department of Justice 
and we eliminate the Washington review and the hearings that we 
have been forced to hold for years. 

I am talking about in the Bureau. We eliminate that from the 
Bureau. 

Mr. Gary. Suppose your field people decide not to prosecute? Is 
there any review of that decision in Washington? 

Mr. Dunuarv. Yes, that is done over very carefully and it is watched 
like a hawk, I might say. We are being sure that there are no im- 
proper refusals to prosecute for any improper reasons. 

Mr. Gary. Would that review continue? 

Mr. Dunuap. Oh, yes, sir. That would have to continue just as 
all of our other review processes must continue. 

That is to insure uniformity in treatment, honesty of treatment of 
all of the cases all over the United States. 


PROSECUTION ON LOCAL LEVEL 


Mr. Gary. That is what I was thinking. That is very important. 
You wouldn’t leave the question of prosecution entirely at the local 
level? 

Mr. Duntap. Subject to the reviews that are had in the inspection 
of their offices to determine whether everything is correct in that 
respect. In other words, our review processes would go on just as 
they are now doing. Quite often that would happen, where our own 
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people don’t agree in the field. For instance, our special agent i) 
charge feels strongly that the case should be prosecuted but our Chief 
Counsel’s representative feels that it should not be prosecuted, thy.‘ 
the evidence isn’t strong enough or whatever it might be. Now, they 
don’t agree. Where they do not agree, that case is sent in to Was- 
ington for decision, whether we feel it should be prosecuted or not, 
and if it is, of course, it goes on out to the Department of Justice, |i 
only where our field people do not agree. It is a very, very great 
advantage, we think in the right direction and certainly will save 
many, many months in the prosecution of those cases to the grand 
juries. 
MISDEEDS WITHIN THE BUREAU 


Mr. Gary. Will you give us a brief statement now in summation 
of the charges of improper conduct brought against officials and em- 
plovees of the Bureau during the past vear? 

Mr. Dunuap. Yes, sir. I will be happy to. 

Within the past vear, it has come to light, starting at the top, that 
we had six collectors of internal revenue, not what they should he 
After our examinations brought out the facts, they were gotten rid of 
Some of them were fired outright, others resigned, and right at this 
point, let me give you some thinking that we have in the Bureau 
Under the opinions of the Attorney General which have been in effect 
since 1870 or 1890, to the effect that constitutionally we cannot refuse 
to accept a resignation, that does not mean that we do not continue 
our investigations and get indictments where the facts so warrant 
That question has come up, Why you let some of these people resign 
and why do you not let some of them resign? Well, the answer is 
we can’t stop them from resigning. We have got to accept it, but 
we do not stop our investigation. Those six collectors are gone for 
various reasons. In the question of the Delaney matter in Boston, 
you have got simply the picture of a collector who has been tried and 
indicted. He was convicted last night. 

Mr. Gary. Was he convicted? 

Mr. Duntap. Yes; on all six counts. 


és DELANEY CASE 
Let me say in that regard that Mr. Delaney’s activities were of suc: 
a nature that the operations of his office as such were not affected 
We have gone over everything up there. The office is running in 
good shape, but there were promises to do things which he couldn't 
deliver. No taxpayer up there has gotten out of anything in any o! 
these cases he is involved in. In fact, one of them before the King 
subcommittee merely said that the collector had made a sucker out 0! 
him, that he had to pay all of his taxes, penalties, and interest, and |i: 
paid this graft on top of it, that he was just a sucker. So that was 
that collector. 
FINNEGAN CASE 


In the Finnegan case, you have the picture of a man whose office 
was run by experts. Can this be off the record? They are under 
indictment, these others and haven’t been tried. 

Mr. Gary. Yes. 
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Mr. Duntae. I think it should be off the record, 

Mr. Gary. Suppose vou put it on the record and then we will not 
print it, if it develops that it will in any way interfere with the trials—— 

Mr. Dunuap. We feel that will be perfectly all right. 

In the Finnegan case, you have a picture of a collector's office 
which was well run. We put several of our best supervisors of ac- 
counts and collections out there and have gone over that office more 
thoroughly than any internal revenue office was ever examined before 
and found nothing out of order. 

But there was a man whose outside activities led to an indictment. 
| am sure that you all realize that our special agents dug up all of this 
information upon which the grand jury has indicted him. 


SMYTHE CASE 


Now the third indictment is Collector Smythe in California. The 
man was negligent in operating his office. He was just too much of a 
“cood fellow” and neglected the day to day operations of his office. 

He just plainly was inefficient as collector of internal revenue. 


JOHNSON CASE 


That is three of them. The Johnson case in New York was merely 
a picture of inability to run an operation of that size—nothing wrong 
with Johnson. I think he was just as honest and interested in his 
work as any man could be. He just simply wasn’t able to operate 
that office. It was necessary in that case for us to send supervisory 
teams in there a year and a half before he went out, to bring the office 
intoshape. [am happy to say now that the new collector has proven 
himself to be a first class man, and the office is getting to be in just as 
good shape as any of our offices. 


HENSLEE CASE 


In the case of Henslee down in Tennessee, there is nothing wrong 
with the man’s office at all. It is just a pitiful ease where he had a 
heart attack and his doctor treated him with certain drugs. He was 
unable to break himself of the habit. He was not removed, by the wav 
He was allowed to resign. 


MARCELLE CASE 


The collector’s office in Brooklyn is another example of one of our 
best offices, efficiently operated. The collector, Marcelle, was the 
type of person who surrounded himself with the best possible execu- 
tives he could find and his office was well run. Marcelle’s personal 
activities were such that we did not think they were becoming of a 
collector of internal revenue. But there again, I would like to em- 
phasize that there is one of our better offices. Marcelle didn’t inter- 
fere with the operation of it, let me put it that way. It is an efficient 
and well run office. I believe that was all the collectors. 
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OTHER CASES 


Now, the other cases are cases largely of internal revenue agents, 
deputy collectors, office employees and others who simply have not 
been able to withstand the temptations that confront those people. 
They went by the wayside through dishonesty, that is, those who were 
removed under that provision. Some of them have been indicted; 
others, the offenses were not such that you could get them indicted. 
A large number of the people who have been separated this year—-| 
would like again to bring another thing into this record at this point 
the figure looks larger this year because of a change in reporting that 
we had. In former years, such cases as I am now going to talk 
about were handled in the field and they were allowed to resign and 
were separated, but this year all of the statistics on those cases have 
been brought into Washington so it looks like a tremendous difference 
when, in reality, it, isn’t because these types of cases were never 
included in our statistics before. 

It involves such things as separations for such reasons as intoxication 
and conduct unbecoming a Government employee, things of on 
nature or another, not involving dishonesty. So the bulk of those 
people were removed for causes other than that reason. 


CAUSES OF SEPARATION 


Mr. Gary. How many were removed for dishonesty? 

Mr. Duntap. I don’t believe we have that figure with us, Mr. Gary, 
but we would be happy to furnish you a complete breakdown, not only 
of the causes of the separation but of the various positions that were 
affected. We submitted that the other day. It shows the types of 
positions and the number of incumbents in each one that were affected 
and an analysis of the causes. 

Mr. Gary. We would like very much to have that in the record. 

(The matter referred to follows:) 


Separations from the internal revenue service in disciplinary cases during the calendar 
year 1951 (classified by title of position and by type of offense) 


Irregularities 
involving 

Title of position improper rela- 
tions with 
taxpayers 


Embezzle- . 
hank All other 


Deputy collector ! 

Internal revenue agent ? 
Clerk 

Administrative officer 
Collector- 

Accountant and auditor 
Administrative assistant 
Bookkeeping-machine operator 
Storekeeper-gager 
Clerk-typist 

Inspector 

Special agent 

Messenger 

Claims examiner 

Investigator 

Miscellaneous tax investigator 
Assistant collector 

Position classifier 

Bindery worker 


ae 4 


Ne Oe Se Dw 


Total 60 14 


There are approximately 10,500 deputy collectors in the internal revenue service, 
? There are approximately 7,900 revenue agents in the internal revenue service. 
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Mr. Deunxtar. Yes. I will also like to insert another correction at 
this point. The figure that has been used in the papers, in one place 
or another, was 167. Actually, there weren't 167 people separated 
during that period, because 26 of them were suspension cases. Of 
course, under the regulations of both civil service and ourselves, we 
are not required to establish absolute proof in these cases. It must be 
just beyond a reasonable doubt, and where we consider it unsuited if 
it is a person who shouldn't be in the internal revenue service, all of 
those things are taken into consideration. 

Mr. Gary. A well known columnist, after relating the various dis- 
closures that have been made by congressional committees and other- 
wise, Closed a recent column with the question: “Ts there a single honest 
person left in the Government?’’ How many employees do you have 
in the Internal Revenue Bureau? 

Mr. Duntar. Mr. Gary, we have about 57,000 people in the In- 
ternal Revenue Bureau at this time. 

Mr. Gary. And how many were involved in the charges of mis 
conduct? 

Mr. Dunuar. Of the type he is talking about involving honesty, it 
wasn't over half that 167. About 80 of them were of minor dishones- 
ties, except the collectors that we have already discussed. But I take 
this attitude: compare statistics. Iam told by people who have macle 
studies of the thing that it runs about 2 percent in the department 
store industry; 2 out of every 100 they hire turn crooked on them, steal 
something out of that store before they are caught. Well, if we had 
2 percent, what would the figure be? Out of 57,000 employees, we 
don’t begin to approach that. If we look at the major bank defalea 
tions in national banks in the country and compare the percentage, 
it is far above ours. 

Mr. Gary. I believe Mr. Edgar Hoover reported recently that there 
were more bank defalcations during 1951 than any previous vearin 
history; isn’t that correct? 

Mr. Dunuap. Yes; he did. I read that article; ves, sir. I think 
that we have a remarkable record in that respect. 

With as many dollars as we handle, and as many people as we have, 
even during a vear like this, where we are given the most intense 
investigation examination they have ever undergone—and to say that 
some eighty-odd are the only ones we found anything wrong with 
from that angle, it is a remarkable record. 


TAX LOSS FROM MISDEEDS 


Mr. Gary. How much money did the Government lose in taxes as 
a result of misdeeds in the Department? 

Mr. Duntap. I don’t think we have lost a cent. You see, vou are 
familiar with the fact that all collectors are bonded and that all of 
their employees are bonded, and so far as we know, in actual dollars 
and cents, we haven't lost anything. In the Delaney case, there was 
no tax loss at all. The ones that lost were the ones that were paying 
him off to try to get him to do things he couldn’t do, and in the Finne- 
gan case, for instance, none of the money he received was from any 
tax source. Those were so-called retainer fees. But there was no tax 
loss involved. And in the defaleations that we have had, like the 
little cashier employee in the cashier’s office up in Syracuse, she has 
been indicted; I don’t know whether she has been tried or not. 
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There was no tax loss because it was far smaller than her bond a1: 
as | understand it, she has made restitution anyhow, even without th. 
bonding company. Most of the defalcations we discovered have beer 
so small that either the money was-paid back at once or it was we'll 
within the man’s bond. Of course, a lot of those things have been 
little petty $25 and $30 collections. The man was broke. He col- 
lected it, kept it in his pocket or used it until pay day came and then 
refunded it out of his pay. He was turning in all his collections but 
he wasn’t turning them in when he was supposed to, and that could 
grow to serious proportions if it were allowed to continue. 

That is not a case of where you would get an indictment. But 
certainly it is a case of where you wouldn't want the man to remain 
in the service. 

Now, there is an avenue that I couldn’t estimate and I don’t think 
anybody else can. One of the temptations that our people will always 
be faced with, and it is one of the reasons that we are insisting so on a 
better education of our people and higher selection standards, to be 
granted us by the Civil Service, and that is the fact that an examining 
agent out in the field would overlook somebody's tax returns unless 
he is imbued with the high standards of the internal revenue service 
himself, and I think that 9913 percent of them are. In all of my 
experience, I have never personally seen one that wasn’t and I have 
trained many a one. That man has an opportunity, of course, to 
make a deal: “Well, I found vou owe $1,000 additional tax. Buy me 
a suit of clothes and forget about it.” That is your biggest field of 
temptation. 

That is the reason we are analyzing all of these people’s net wort! 
and income from all sources against their income tax returns at the 
present time and it is not producing results other than the ones that 
we practically already knew about. I am not going to say that we 
are not going to find any more; that would be silly. We have quite 
a few of our people still under investigation and we will continue to 
have them under investigation in a department of this size. We will 
always have a few cases. What we are hoping to do is to stay riglit 
on top of the job and pick up those things as quickly as they happen 
Human beings, being what they are, regardless of how high their civil! 
service grades are, and what their characters revealed them to be, 
as a result of our preemployment examinations, you are going to have 
a few of them succumb to temptation, just as vou have bank tellers 
do it in banks every day. What we hope to do is to have our system 
so tight and the spirit of the service so built up into them, that this 
will be reduced almost to an irreducible minimum. 


CRIMINAL PROSECUTION 


Mr. Gary. Practically all of the cases that have been publicized 
dealt with the giving of certain protection from criminal prosecution 
rather than protection from the payment of proper taxes; isn’t that 
correct? 

Mr. Duntap. Yes; that is right. In other words, the point hasnt 
been made clear to the public and I don’t suppose it ever will be, that 
the fact a man is not criminally prosecuted doesn’t mean that the 
Government hasn’t collected his civil liability and his civil fraud 
penalty. It just simply means that he wasn’t prosecuted, and so far, 
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we have not discovered any case where a man wasn’t prosecuted, 
that anything improper was done in a settlement of his civil liability, 
because it is done by different agencies. 

Mr. Gary. As you just stated, you had some small cases of defalca- 
tion, et cetera, but the highly publicized cases have dealt with criminal 
prosecutions rather than tax returns. 

Mr. Dunuap. Yes, sir; that is correct. The cases that were brought 
out before the King subcommittee were criminal prosecution cases; 
yes, sir. 

INSPECTION SERVICE 


Mr. Gary. Tell us something about this inspection service that 
you propose to establish, 
~ Mr. Dunuap. I found this: Every unit in the Bureau had its own 
self-inspection service. In other words, there you had a picture of 
an organization inspecting a portion of an organization inspecting 
itself. For instance, in the accounts and collections unit, you had 
the supervisors unit to check the collectors’ office. You had a similar 
set-up in the Income Tax Division where they checked agents’ 
offices. The Alcohol Division had a set-up where they checked 
personnel in their office, the same with the other divisions of the office. 

I don’t believe that that is a healthy situation. Those reports 
would come in from field inspections and we didn’t have a strong 
central set-up to analyze them and see that the proper corrective 
action was had. There was no agency to coordinate and determine 
the findings on all of our personnel cases because they were handled 
in several different divisions. While the special agent may have made 
the investigation, each one of those also made other investigations. So 
the inspection service was designed to bring together all of the exam- 
ination facilities of the Bureau to insure our offices were properly 
examined, procedures were being followed in the field as they should 
be followed, that our personnel was carefully checked both before and 
after employment and that it would all center back into one agency, 
not responsible to anybody except the Commissioner. 

In other words, he is independent. He doesn’t care about the other 
heads of the agencies at all in the Bureau. He is responsible only to 
the Commissioner, and the thing is designed to insure that every 
braneh of our service is adequately and properly checked and that our 
personnel is properly checked. They are the ones that are checking 
to be certain that all of the income tax returns of our people are prop- 
erly examined and that their financial questionnaires are what they 
should be, that they jibe with the income tax returns that have been 
filed, and it is just a tightened up procedure all down the line to enable 
the Commissioner to know that the Bureau of Internal Revenue is 
operating honestly and efficiently. 


NEW OPERATION 


Mr. Gary. What is the set-up for that proposed unit? 

Mr. Duntap. Now, at the present time, it is one thing. If this 
new plan goes into effect, it will have field offices. 

Mr. Gary. You haven’t had a unit known as an Inspection Service 
up until this time? 
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Mr. Duntar. Well, we put it into operation; the order went into 
effect in July and it has been gradually strengthened up to now. [i 
is In Operation. 

Mr. Gary. Prior to that time, you did not? 

Mr. Duntap. No, sir; prior to that time we did not have it. 

Mr. Gary. Did you abolish the employees who have previously 
been doing this inspection work in the various departments? 

Mr. Duntar. They are being taken over by the Inspection Service 
Those specialists and all of the other departments are being taken over 
by the Inspection Service, so they will have a specialist within it 
capable of making any kind of an examination. 

Mr. Gary. What set-up will you have now? 

Mr. Dunuap. They will have field offices all over the country 
manned by chief inspectors, out of whose offices they will have an 
area, a territory and they will be responsible for the checking and 
investigation of everything within that territory and will report only 
directly to the chief of the Inspection Service here in Washington who, 
as I say, is responsible to the Commissioner alone. 

Mr. Gary. You will have a chief inspector's office here in Wash- 
ington? 

Mr. Dunxtap. Yes, sir. Under the plan that man would be an 
Assistant Commissioner. 

Mr. Gary. And he would be appointed by and report to the Com- 
missioner? 

Mr. Dunuap. That is right, sir. 

Mr. Gary. Then he would have under him inspectors in the various 
field offices set up throughout the country? 

Mr. Dunuap. Yes, sir. 

Mr. Gary. Where will those field offices be established? 

Mr. Duntap. We hope they will be established in each of the 25 new 
districts called for under the President’s plan. At the present time, 
we have 14 offices over the United States which have been known as 
offices of supervisors of accounts and collections. They will operat: 
out of those until such time as the plan goes into effect. 

Mr. Gary. There will not be one for each collector's office? 

Mr. Dunuare. No, sir. We just don’t need that many. We don't 
have any need forit. They would examine each collector's office under 
the procedural manual—and, by the way, another one of their tasks is 
to see that our procedure manual for making investigations, and things 
of that kind—the technical examination of the finances in a collector's 
office—just like you examine a bank, is up to date and complete. 


COST OF INSPECTION SERVICE 


Mr. Gary. How much do you estimate the inspection service will 
cost over and above what you have been paying for the same services’ 

Mr. Duntap. Just the addition of the Washington level staff. You 
see, we have all of the people in the agencies already set up operating 
under the different branches, so we are providing in here $108,000 
which is merely the inspector, chief inspector, here in Washington, 
and his immediate assistants here that analyze the reports. 

Mr. Gary. So the answer is approximately $100,000? 

Mr. Dunuap. Yes, sir. 
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PROPOSED REORGANIZATION PLAN OF THE BurREAU oF INTERNAL 
REVENUE 


Mr. Gary. Now, will you give us a brief explanation of your pro- 
posed reorganization plan? 

Mr. Duntapr. Yes, sir; 1 would be glad to. 

Mav 1, before I start that, ask that the Secretary insert a cor- 
rection in the testimony that the Secretary gave? He requested 
me to advise vou that he had given you some erroneous informa- 
tion in this testimony, and asked that I have it corrected. That is 
in relation to the 167 separations that he gave you the other day. 
These figures were furnished him from our records. Actually, as 
explained this morning, there were 141 separations and 26 suspen- 
sions. 

We were anxious that vou understand that that 167 figure that he 
used was 141 actual separations and 26 suspensions, pending comple- 
tion of the field investigations. He asked me to be certain of that. 

Mr. Gary. My recollection of his testimony is that there were 82 
cases involying misconduct, 

Mr. Duntap. Right in that vicinity. | suppose we can get up 
that tabulation and bring it in, but the main thing is that 1 wanted to 
correct that total number of 141 actual separations and 26 suspensions. 


STUDY AND ANALYSIS OF RECOMMENDATIONS FOR ORGANIZATION 
PLANS 


Now, before 1 go into this plan, | would like to mention one thing. 
| know from my own experience; because I sat in with some of these 
committees in vears gone by, some of the points vou would like to 
know. 

In the first place, this comes from the investigations and some of 
the recommendations made by this committee as a result of the 
report rendered in 1948 to the Eightieth Congress. That has been 
very thoroughly analyzed and every recommendation made therein 
has been taken into consideration. 

At the same time, in the same vear, the Jomt Committee on Internal 
Revenue Taxation had a committee that went over the Bureau very 
thoroughly, and they made a lot of very constructive recommenda- 
tions, all of which have been analyzed and studied and are, to a large 
measure, included in this plan. 

The Hoover Commission, of course, made some splendid recom- 
mendations, and their principles are all embodied in this plan, as 
Mr. McCormack testified before the Expenditures Committee yes- 
terday. 

In addition to that, if you will remember, Congress, upon your 
recommendation, gave us $150,000, 1 believe, to hire a very competent 
firm of management engineers who analyzed the activities of the 
Bureau, and its set-up, particularly our field offices. 

They did a very thorough job, and, of course, their recommenda- 
tions and their findings are embodied in this plan. 

So, it isa thing that has been studied over a period of a long time. 

Now, when all those recommendations began to come in, the 
management committee set up by the Secretary of the Treasury 
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shortly after he assumed office, began to analyze and study the 
operations of the Bureau and to suggest various improvements, which; 
have been effected, most of them, and to develop the avenues of 
approach that have led up to the point where we now are. 

In other words, we have done just about all we can, unless we are 
given the legal authority to do the things called for in the Presideni's 
plan, which will make the completion of this plan possible. 

1 know how thoroughly it has been gone into, because, when I was 
a collector, I sat on one of those task forces, and met in Chicago in 
October 1949, and there we came up with the charts and plans for the 
consolidated field investigating procedures that are embodied in this 
plan. 

I sat on another one, July before last, that went into certain features 
of it, and I have met with the management committee of the Tre aSUry 
on quite a few occasions, who have also been studying these things 

Now, there were certain things that are brought out in the re port 
this is from the joint committee report— submitted to the E ightieth 
Congress, which we think are very pertinent in thinking about 
this plan. 

If I may, I would like to read them. They are just three short 
excerpts. The first one is in the letter of transmittal covering th: 
report, and reads as follows: 

The Bureau of Internal Revenue is the most vital direct link between ¢! 
citizen and his Government. Standards of integrity, competence, absolute fair- 
ness and performance, should nowhere in the Government service be higher tha: 
in the Bureau. The attainment and maintenance of those standards cost money, 
a great deal of money. The alternative, however, cheap tax administration, cos!s 
in the long run more than any nation can bear. 


The second one is found on page 2 of the actual report, and explains 


somewhat why some of these things take so long to develop. 
You understand we cannot experiment with the Bureau. If 
adopt a plan and it does not work, it is just too bad for the revenues 
This report reads as follows, in that respect: 


The Bureau needs a 2- to 4-year period to analyze and diagnose its managem 
problems, and to test and experiment with possible solutions. For this activity i! 
should employ the best talents and techniques that are available, both within a 
without the Bureau organization. The importance of an effective housekeepi: 
job in connection with the collection of the internal revenue is not limited to 1 
economies involved, but has an important bearing on the character and cost 
the verification and enforcement job. 

The third one is even shorter. It is found on page 8, and reads « 
follows: 

The net effect on appropriation requirements can only be known as th 
changes are put into effect, and as standards of administration are made mo: 
explicit and their management more definite. 

Now, in explaining this plan, I am going to show you as best \: 
can where the avenues and possibilities for attaining economy |i 
I think you will not have any trouble seeing them as we go through 
but there is quite a field here. 

This cover chart is the entire picture (summary chart of propos: 
organization). It runs from the Commissioner clear through 1! 
smallest field office, and mere lv is intended to show you the relatio 
ship of the other charts to this one. 

We have enlargements which contain more detail of each of th: 
sections. 
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DIRECT CONTROL FROM COMMISSIONER 


In this chart, if we will just confine our thinking to the lines of 
control that are set up—and it is designed primarily to show that 
for the first time there would be a direct control from our Commis- 
sioner, right straight through. At the present time, there are almost 
200 field offices, in charge of various offices that report directly to the 
Commissioner’s office. Think of that. It is a terrific management 
problem. 

Under this plan, only 25 people will report directly to the Bureau, 
or he works through 25 field officials only. 

That, in itself, will be quite an improvement. It places the direct 
responsibility right where it belongs, on the operating officials. It 
pinpoints it. 

We think that the main advantages of this plan lie in the fact that 
it does pinpoint responsibility, that it gives us a certain vertical line 
of control, instead of the horizontal lines of control that we now have; 
that it will have immeasurable benefit in giving better service to the 
taxpayers, and that it will allow us to introduce many economies into 
our operation. 

We feel that those are the three main advantages. In other words, 
it is a tighter organization all the way through, and when you have a 
tighter organization, you naturally have a more economical one and 
one from which some of the faults that exist in the present set-up 
are eliminated; where you huve the closer supervision, pinpointed 
authority, you naturally lessen some of the problems that we have 
encountered of a personnel nature, within the past few years, par- 
ticularly during the past few months. 

We think those are the main advantages. 


ASSISTANT COMMISSIONER, INSPECTION 


1 call your attention now, because this is the only place that it 
appears throughout, to the Assistant Commissioner, Inspection. 
You will notice he reporis only to tue Commissioner. His offices 
are entirely separate from any of the field offices; they have no strings 
on him, he has no strings on them. His job is purely and simply to 
see that these offices are operating properly, in accordance with instruc- 
tions and procedures; that they are honestly eperated; that the policies 
set down by the Commissioner are carried out; that our financial 
dealings are proper and direct, and ti.at our personnel are properly 
qualified before employment and constantly checked after employ- 
ment. 

You can see it shows the arrows going to the various offices 
throughout. 

It is a combination of all the existing field examination offices that 
we now have. Instead of being scattered tiroughout the organization 
as they now are, they are all transferred over and vested in this one 
operating official. It becomes his job to carry out the functions that 
[ mentioned. He will have under iti, of course, the necessary staff 
to help him do that. That is just, as 1 say, the cover chart. 

This is an enlargement of the first portion of it—Proposed Organi- 
zation of Bureau Headquarters. [t snows the Commissioner’s 
set-up here in Washington. 
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Under this plan, there would be no detailed operations performed jn 
the Bureau. Nothing would be performed in the Bureau except those 
tasks which have to be performed on a Nation-wide basis, to insure 
that the tax laws are administered equally throughout the United 
States. That is all that would be done in Washington. These miscel- 
laneous duties that have been done here have all been decentralized 
to the field, now. They are already gone, with the exception of one or 
two or three small technical matters, such as the computation of 
complicated interest arising from several different sections of the 
statute, but those will go to the field. That is a matter that, right 
now, is not of importance because, as I say, we have already delegated 
out everything except two or three minor matters. 

Here vou have the Assistant Commissioner, Operations. 

Under the President’s plan you will notice that all Deputy Com- 
missioners, and the Assistant Commissioners, are eliminated, and 
three new offices are created. Those are the three Assistant Com- 
missioners. Now we have only two. They are Presidential 
appointees. 

Under the plan they become career civil-service appointees. This 
one is the one that is created anew and, of course, he will also be a 
career civil-service employee, 

Kach one of them will have their staffs to enable them to perform 
their functions. 


PLANNING AND PROGRAMING STAFF 


Here, of course, he has his Planning and Programing Staff. That 
is the staff that decides which offlee shall be checked, when and how 


and where. Then he has an Analysis and Appraisal Staff, where 
he analyzes and appriases the reports coming in from his people, 
and the changes and recommendations that they make. 


PERSONNEL EVALUATION SECTION 


He has his Personnel Evaluation Section, which is just exactly 
Whatitsays. It gets all the reports on present personnel that come in 

Mr. Gary. That is the Assistant Commissioner, Inspection, that 
you are talking about now? 


REVIEWING STAFF 


Mr. Dunuape. Yes. He has his Reviewing Staff, which makes 
certain checks. This is a very small, expert group. It is not a 
great number of people, as vou can tell from that budget request. 
It reviews every finding that is made, and is certain of the action 
taken being proper and that it has been properly followed up and 
carried out. 

Liaison is just what it savs. That is how he keeps control of his 
field offices, and these people also would perform any special investi 
gations that the Commissioner wanted within the jurisdiction of 
these people, and wanted done quickly and for some special reason 
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ASSISTANT COMMISSIONER, OPERATIONS 


The Assistant Commissioner, Operations, is the man who is in direct 
charge of the operations of the various field offices. He would have 
with him a staff, one of them specializing in collection procedures and 
problems, constant analysis of them for purposes of improvement, and 
supervision to see that they are properly carried out. 

In Enforcement, Appellate, and Administrative Assistants, they 
are merely to help him carry out his functions of running the field 
offices and seeing that their business is properly carried on. 


ASSISTANT COMMISSIONER, TECHNICAL 


You then have an Assistant Commissioner, Technical. His job is 
just what is indicated. He is the official who would be charged with 
the responsibility for legislative and research work, recommendations 
to Congress, and matters of that kind, having to do with the tax and 
tax administration. He is the official under whose jurisdiction all 
rulings and technical review of rulings would be made. 

In other words, I will use, for example, the organization that claims 
to be tax exempt under section 101. Those rulings would have to be 
issued in Washington, to insure uniformity. That would be part of 
his job. He has a special technical service, which includes other-serv- 
ices Which we must do in the Bureau. We have to write regulations 
under the laws that are passed, and all that kind of work. That is his 
field of activity. His field is all of the technical work in the Bureau. 


CHIEF COUNSEL'S OFFICE 


We have the Chief Counsel’s office. The Chief Counsel, under this 
plan, ceases to be a Presidential appointee, and becomes a career 
civil-service appointee. He is appointed and supervised from a pro- 
fessional standpoint, only by the General Counsel of the Treasury. 
Operationally, he is under the command of the Commissioner of 
Internal Revenue. 

Now we have found that some of the people have difficulty in 
grasping what we mean by those terms. We simply mean that 
insofar as his operations are concerned, what he is going to work on 
next, how his workload is adjusted, the correctness of his operations, 
the integrity of his people, their assignment within the Bureau and 
all that, comes under the Commissioner. The insurance of their 
professional qualifications, the follow-up to see that the lawyers are 
conducting themselves in a legal sense and are qualified from a legal 
standpoint, would be the responsibility of the General Counsel 

That is in accordance with the Hoover plan also. That is definitely 
set out in the Hoover recommendations under which our present 
General Counsel is now operating. 

From the Chief Counsel’s Office, as the need comes, there will be 
detailed to any section of the Bureau, lawyers sufficient to help them 
solve whatever problem is before them. They can be shifted back 
and forth between these things as the workload justifies. It is there 
an economy of operations exists in that you do not detail a group of 
lawyers and when they get through with that job they sit there and 
wait for the next one. 


93930—52—_—29 
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The Hoover Commission, I think, was rather explicit in its recom- 
mendations on that, and that is the way we are operating now. 

If there are any questions about the Commissioner’s level, 1 would 
like to try to answer them for you at this point. 


ROTATION SYSTEM 


Mr. Sremrinski. Do you believe that a system of rotation of this 
plan should go in, similar to the way Army officers are transferred 
from post to post in the interests of efficiency? Are you contemplating 
that in this plan, if this plan goes in? 

Mr. Dunvap. That is right, sir. You see, under our present setup 
you cannot rotate a collector. We rotate our other people; we assign 
them where we want to. But you cannot do that with the collector, 
because the law says he must be a legal resident of his district before 
he is appointed and, of course, he has to remain a legal resident of the 
district. That would go out the window under this plan. 

This chart, is of the major offices under this plan. [Proposed 
Organization of District Commissioner’s Office] There are to be not in 
excess of 25 of those offices in the country, and here again I would like 
to correct a misconception. 

This is not, in reality, a new office. In the President’s plan No. 1— 
He calls for the creation of 25 new offices. That is because we do not 
have that right now and it is also to permit their classification, under 
the Civil Service Act. 


CONSOLIDATION OF SCATTERED FUNCTIONS 


But in its broader sense, this is not a new office. It is a consolida- 
tion under the plan of all of the scattered functions now vested in 
Internal Revenue Agents in Charge, Special Agents in Charge, 
Aleohol Tax Unit Supervisors in Charge, District Counsel offices, 
Appellate offices —every one of those scattered technical offices which 
now report directly to Washington and which would be combined and 
consolidated under a District Commissioner. He would have his own 
legal staff, qualified to handle the type of legal work which would be 
handled in a district. 

Now, that legal work would consist of such matters as bankruptcs 
cases and filings of the proofs and claims, releases and filing of tax 
liens, and, in this case, final reeommendations in the case of whether 
a fraud case should be prosecuted or not. 

In accordance with the statement made this morning about direct 
referral, here is the point that the criminal cases would to go the 
Department of Justice for prosecution, from the legal staff. 

Under him he would have an Assistant Listrict Commissioner. 
Collection Division. That is an operating officer. He has two 
branches to his service—one the Accounting Branch and one thie 
Returns Processing Branch. That is one of our major fields right 
now, for economies under this plan. 

You are all familiar with the mechanization program we have been 
having in the Bureau. You know that we have now 11 IBM ©: 
Remington-Rand offices, and others of electric-tvpewriter set-ups 
But we also have a large number of offices in the country where the 
number of returns filed does not justify the investment of a large 
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amount of money in the latest accounting procedures. It just does 
not do it. It would run the cost of the per return handling clear out 
of all reason. 

Now, under these District offices, they can do the drudgery work for 
all of those offices, from a machine basis. That is what is contem- 
plated here, that they would do this drudgery work, consisting of 
getting the returns ready to go through the accounting process, getting 
them back to the hands of the people who will process them through 
the field examinations to the final completion. 

That, we think, is a major field for allowing us to cut down on our 
present accounting costs. 


COMMISSIONER ONLY APPOINTEE 


Mr. Gary. The District Commissioner would be appointed by the 
President? 

Mr. Duntapr. No, sir; the President would have nothing to do 
with it. He would be a career civil-service emplovee, not Presidential 
appointment. The only Presidential appointee remaining in the 
Bureau of Internal Revenue*when this plan goes into effect is the 
Commissioner. He is the only one. That is because we consider 
the Commissioner a policy forming officer. These other people are 
operating officers; they do not develop policy. The only policy form- 
ing officer in the Bureau, in the final analysis, is the Commissioner, 
and he has been for years. 

So these are career civil-service people, chosen and selected under 
strict civil-service rules. Mr. Rapspeck went into that in great 
detail yesterday with the Expenditures Committee. 

Mr. Gary. They are new men? You have no office now com- 
parable to it? 

Mr. Dunuap. No, sir; this is completely a new set-up insofar as 
the set-up is concerned; but, as I say, actually, it is not a new office, 
itis a consolidation. As we go through, I will show you what I mean 

Mr. Gary. Would they supplant the collectors. 

Mr. Dunuap. No, sir; not this office. The only thing that he is 
relieving the collectors of is this drudgery work in the Accounting 
Branch. The collectors are superseded by the officers shown on the 
next chart. He is down here Deputy District Commissioner. 


TECHNICAL SERVICES 


This is the technical services, the highly technical services, not now 
performed by collectors, but performed by the people I named, such as 
internal revenue agents in charge. Under this officer there would be 
an assistant district commissioner, enforcement. 

It is his job to see that all the enforcement activities within that 
district are properly carried out. 

He would have a man there on delinquent collections and returns. 
In other words, just seeing that this, the proper action, was had in 
those cases. He would have an audit branch—they are in charge of 
all examinations of all types of taxes, specialists in that branch. 

He is a staff officer. He merely works with and supervises those in 
the office below. He has there a corps of audit sections under him, 
Which is operative, but that is merely a mechanical correction. 
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For instance a fellow tries to add 100 and 100 on his return and 
comes up with 150 instead of 200. That is merely a mechanical cor- 
rection device and he has special investigations branches which will 
have jurisdiction over what we now know as special agents; and alcoho! 
tax and tobacco people. 

He would have under him an assistant district commissioner, appel- 
late. There, of course, would be the office that supersedes our present 
appellate offices that used to be known as technical staff offices, 
There is where the taxpayer conferences are held, where the field 
agents and the taxpayer and his counsel cannot get together and 
reach an agreement and they ask for a conference, a settlement con- 
ference. This is where it is had. 

Now, I do not mean to be physically held in this office. Most of 
them would, but we provide for what we call field offices for the 
Appellate Division. Actually, those are in most cases flying squads, 
who would go out from this office to the smaller communities when 
the docket justified it. 

In other words, say 10 people wanted to protest cases in some 
given locality. They would be notified that these people would be 
there on such and such a date, and they would hear their appeals 
right out there in the field. But this is the office which has final 
settlement authority, just as the so-called technical staff offices now 
have. 

If a taxpayer and his counsel cannot reach an agreement on their 
liability here, it then goes on to the Tax Court, just as it now does. 

That is the reason vou have a Trial Branch over here. These are 
the people who will handle tax cases, both in the preparation and 
trial of them, before the Tax Court. 

Mr. Gary. If they do reach an agreement, is that subject to review? 

Mr. Duntap. Yes, sir. It is final; nobody can go behind it, unless 
there is some crookedness involved. We always can do that. But 
where it is a Just settlement, it is reviewed in the office of the Assistant 
Commissioner for Operations, to be sure that it is in uniformity with 
all agreements in the United States. It would not be upset. It is 
not done now. Nobody can upset your technical staff decisions now. 


ASSISTANT DISTRICT COMMISSIONER, ADMINISTRATIVE 


You also have an assistant district commissioner, administrative. 

There is where the budget and fiscal work for the entire district is 
performed. Preparation of the payrolls, handling of the analysis of 
the budget allotments to offices, to be sure everything is as it should 
be, and that they are operating within their budgets, are part of their 
job. All of that is done here. It has a personnel branch which is 
just what is says. There is where the personnel files of all the employ- 
ees within this Division are kept, and handled and processed. Every- 
thing from retirement and on down to the original employment is 
contained there. 

It has a training branch, and there is something we think is very 
vital. It would be their duty to see that every employee within this 
district is properly trained in all ways in the effective methods of 
enforcing the tax laws and in dealing with the public, and every other 
matter that they need training in. That is their job. 
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We would have a miscellaneous service and statistics branch. In 
there, all of these statistics for the district are prepared. You know 
we must keep figures which reflect the statistics on income. Congress, 
the Treasury, and everybody else is dependent upon such figures, in 
forecasting income for various purposes. 

We would have here a central files branch. All of the files for the 
entire district, after they have been completed in the field or accepted 
as filed, are stored here until limitations run on them. We have to 
keep all of those returns until limitations have run, and then they 
are destroyed, as you know. They will be in one place. After the 
field people are through with them, the taxpayer’s cases are all settled, 
that is where they are kept until the limitations run. 

Are there any questions about this part of the charts? 

Mr. Sreminski. I have just one thing, sir. 


PROBLEM OF HUMAN ELEMENT IN DEALING WITH TAXPAYERS AND THEIR 
PROBLEMS 


In the British set-up of government, when a new outfit comes into 
power, of course, the ministers go out and the civil servants stay in. 
They are career men. 

Do you think if the people discussed here, who are very important, 
and who have to be of integrity, stay under civil service too long, 
could become insensitive to, shall we say, the human element involved? 

[liked the statement this morning that you have sent out a directive 
to your people to treat taxpayers with courtesy. Is a danger that we 
might have in letting civil service run district offices, danger of in- 
sensitiveness to taxpayers and their problems? 

Mr. Dunuar. I do not think so, Mr. Sieminski, for several reasons. 

These people are all subject to rotation; we have mentioned that. 
That is a healthy thing. They are also close to the closest possible 
supervision. 

When anything like that begins to take effect, these people are 
going to be just as sensitive as possible to that kind of thing. The 
Commissioner would know immediately. He would either rotate 
the fellow, call him in and change his tactics, or, if too far gone, get 
rid of him. 

Mr. Gary. Do you mean rotate as to districts? 

Mr. Dun ap. Yes, sir. In other words, quite often we feel that 
it is essential that somebody be rotated to another district. He is 
a good man, but he has just served his usefulness in that area for 
many reasons. 

The human element is going to be present in any plan. What we are 
trying to do is to make it as efficient and as tight-knit an organization 
as possible, and eliminate those evils by counter checks, in the deepest 
sense of the word, so that we know what is going on all the time. 

These people that you talk about do develop, especially some of 
them that get along toward retirement. They get pretty set in their 
ways. 

Well, we have to watch that like a hawk, anyhow. 


-_ 
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AUDIT BRANCH 


Mr. FernNanpez. You mentioned an Audit Branch, No. 19 on the 
chart, and said that under that branch the returns would be audited 
for technical errors only. Where is the audit or investigation made for 
aapeneer deductions, we will say? Where is that made? 

Mr. Dunuap. That is on the next chart, sir. 

Mr. Fernanpez. All right. 

You mentioned Conference Branch, where settlements are made and 
you say they become final, but may be reviewed to see if they are in 
conformity with the practice all over the country. 

If they are found not to be in conformity, then what happens? 

Mr. Dunuap. If some settlement should happen to be out of ine, 
but it is a perfectly honest settlement, an advisory memorandum 
would be sent there, calling their attention to this settlement, and that, 
in the Bureau’s opinion, it was erroneous in this respect, and not to do 
it anymore. 

In other words we would not penalize the taxpaver by going back 
on the Government’s word. : 


TRIAL BRANCH 


Mr. Fernanpez. You did not describe what the Trial Branch 
would do? 

Mr. Dunxtap. That is the branch that would handle our tax cases 
before the Tax Court of the United States. When we could not make 
an agreement here, the taxpayer would be so advised and given an 

4 - rly mT «| 4 _ = os ry = 
opportunity to appeal to the Tax Court just as he isnow. These would 
be the attorneys who would handle those cases before the Tax Court. 

Mr. Fernanpez. Aad if no settlement could be made, a decisiou 
would be made, I take it, and then they appeal to the Appellate 
Division or the field office, is that it? 

Mr. Duntap. This the Appellate Division. That is the Conference 
Branch of it, and this is the Trial Branch [indicating]. 

Mr. Fernanpez. You have an arrow pointing to the field office, 
Appellate Division. 

Mr. Dunuap. That is just one of these squads, as I said, that if the 
people could not come in to the central office, or did not want to, they 
would go out when a sufficient docket accrued to justify it. They 
would go out into the local communities ard hold those conferences 
there. 

Mr. Fernanpez. I understand. Thank you. 


COLLECTOR’S OFFICE 


Mr. Duntap. Now then, the actual operating office which takes the 
place—with additional duties of what you now know as a collector's 
office. 

The present plan call for up to 70 of them, in the message of the 
President. Actually, there are 64 at this time. The 70 gives us the 
elasticity, so as populations change, et cetera, we can add to them. 

Mr. Gary. Is it contemplated at the present time to change thie 
number from 64? 

Mr. Duntap. No, sir. Our whole set-up is based on the volume oi! 
work now coming through these offices. This is the officer who re- 
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places what you now know as the collector of internal revenue. The 
difference between him and the present collector is that within his 
jurisdiction he handles all internal revenue matters. 

You know, within each district now you may have an office where 
there are some internal revenue agents, entirely independent from the 
collector, alcohol unit agents, technical staff officers, all kinds, and 
they are all independent of the office of the collector. All those report 
to the Bureau. But in this case, within each district they have one 
man to whom the public can come and get an answer on any question. 
They do not have to be kicked around between four and five offices to 
get what they are looking for. They can go to one place and get it, 
and we think that is a major advantage. 


PROPOSED ORGANIZATION OF DEPUTY DISTRICT COMMISSIONER'S OFFICE 


This is the old collector’s office, stripped of its drudgery work, which 
is concentrated in that Accounting Branch above, with the added 
functions, that we will give you as we go through here. 

Here we have a major advantage and a material increase in our 
service to the taxpayer. 

He has his legal adviser with him, who is a man who merely furnishes 
him legal advice and keeps him advised of legal matters, as they per- 
tain to his activity which, I assure you, consists of many functions. 

He has here, for the first time, a Cashier’s Division. People pay 
their taxes and file their returns in the Cashier's Division of the present 
office, and that is what they would continue to do, right here. 

That is where the people file and pay their income-tax returns and 
all other returns that are due. 

You have, under him, an Enforcement Division, and here I think 
is the major improvement. 

Under our present system we have deputy collectors, charged with 
the examination of withholding-tax returns, social-security tax returns, 
various types of excise-tax returns, and certain types of income-tax 
returns. 

Kntirely separate and distinct from them, in another office entirely, 
we have internal revenue agents, who examine retucns of a larger 
type, larger income tax and corporation returns. 

Mr. Gary. That is the revenue agent in charge? 

Mr. Duntap. That is right. 

Mr. Gary. Are they going to be abolished? 


CONSOLIDATION OF TAX AGENTS 


Mr. Dunuap. Yes, sir. 

You also have excise-tax agents, who examine the larger type ot 
returns, alcohol-tax returns and all other kinds of returns. 

Take the case of a man in the mercantile business, in a department 
store. Four or five representatives of the Bureau of Internal Revenue 
drop in there all year long and want to check and examine his records. 

First an internal revenue agent will come in and say, “I want to 
examine your records.”’ 

Say it is a corporation. He will spend some time going over the 
taxpayer’s records, and keeping his accounting set-up in a disturbed 
state while he checks the income-tax return, 
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He no more than gets out of there, say a couple of weeks later, and 
here comes a deputy. He wants to verify the man’s withholding-tax 
returns. 

A few days later, here comes an excise tax agent and he wants to 
check the excise-tax returns, and their records. If he has a liquor 
department in the store, the Alcohol Unit men come in and disturb 
him. 

So, under this plan, he is disturbed once a year. That is impossible 
under our present plan because we have all different types of offices 
handling different tvpes of taxes. In this, we have it set up so that we 
ean make the examination, complete it, and get it over with and get 
out of there and stop all that annoyance. He has all of his picture 
completed and in one picture better than he could ever get it before. 


OFFICE AUDIT SECTION 


We have here an Office Audit Section, with their units covering 
different types of taxes. That handles the type of return that has 
but one little thing wrong with it—maybe it is a question of profit 
on a house—that they need to ask just a few questions about, just 
that one question. They do it largely by correspondence. 

Quite often, a taxpayer comes in there in person, so you have pro- 
visions for an informal conference at that level, and where they usually 
settle practically every one of them. 

Most of them are just cases where it is a very simple question that 
needs merely a little additional information or a Jittle verification 
before the return is accepted. Those people do not go out. As | 
say, the office audit does just what it says—largely by correspondence. 

You have a Field Audit Section here. That section audits all 
types of returns. 

It will have in it men qualified to examine excise tax, social security, 
and withholding, all types of taxes except income and the specia! 
taxes covered by alcohol and tobacco. 

You have agents qualified to examine income-tax returns up to 2 
certain level. and then the real high-powered agents that examine the 
larger and more complex returns. 

So that when these boys go out to examine a taxpayer, and it is a 
taxpayer whose return involves more than one kind of tax, we would 
send with the internal revenue agent as we now know him, an excise 
tax man who, at the same time the man is making the income tax 
examination, will clean up all the other taxes and get out of there 
when it is all over, instead of the four or five that we now have. 

Suppose that examiner and the taxpayer cannot come to an agree- 
ment at that level? 

The taxpayer says, “I do not believe you. I do not owe that 
much.” 

The agent says, “I think you do.” They cannot agree, and the 
taxpayer will not sign an agreement. There is provided something 
we adopted over a year ago, and which is proving very profitable. 


INFORMAL CONFERENCE 


That is the informal conference. This agent will go back and tell 
his group chief about the ease, and why he does not want to agree to 
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it. The group chief will extend this man an invitation to come in and 
see him. The three of them will try to reach an agreement. 

Mr. Gary. Does that take the place of the chief conferee that you 
have now? 

Mr. Dunuap. Yes; he becomes a part of the Appellate Division 
now. 

Mr. Gary. Lam not talking about the technical staff now. 

Mr. Dun tap. You are talking about the internal reve ue agent’s 
office. 

Mr. Gary. Yes. 

Mr. Dunuap. They have no conference staff any more. 

Mr. Gary. When was that changed? 

Mr. Duntap. Under this plan 

Mr. Gary. They do have now? 

Mr. Duntap. They do have now. 

Mr. Gary. Does this informal conference take the place of that? 

Mr. Dunuap. That is right. If it gets on the formal basis, then it 
goes up to the appellate staff. 

Mr. Gary. To the technical staff? 

Mr. Dunuap. Yes. 

Mr. Gary. But there has always been an arrangement whereby the 
taxpayer is given a 30-day notice, and he can talk to somebody about 
it in the collector’s office. Now, is that going to be continued in this 
plan? 

Mr. Dunuap. Well, if it comes to that stage, that would be handled 
either in the Appellate Division itself, or by one of those traveling 
squads we described. 

Mr. Gary. There has always been a conference in the internal 
revenue office. 

Mr. Duntap. But there are no more internal revenue agents under 
this plan. 

Mr. Gary. [ understand, but where is that conference? 

Mr. Duntap. This is where you hold vour first informal conference. 

Mr. Gary. That will then take the place of the conferences now held 
with the agent in charge? 

Mr. Dunuap. That is right, in a large measure, because we have 
found out-—and I know it from personal experience—that a lot of times, 
our good agents are not able to strike an agreement with the taxpayer 
for several different reasons. In the first place, maybe the personali- 
tiesclash. That isa serious consideration. They just do not like each 
other from the word ‘fGo.”’ 

We hope to overcome some of that by this Training Branch that | 
spoke of. 

Another is that in many, many instances, we found that the taxpayer 
merely wants to talk to a man higher up to be sure that the agent 
knows what he is talking about, and a man who can show him the laws 
and cases and decisions rendered, where his case fits into the pattern. 

We have been pretty successful since this was adopted in closing a 
large number of our cases merely where questions of fact have been 
involved. 

Mr. Gary. I think that is very important and should be retained. 
That is the reason I want to be certain that you are not completely 
abolishing vour conferees, because they do serve a very useful purpose, 
inmy judgment. A great many cases are settled by the conferees. 
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Mr. Duntap. I want to emphasize right now, Mr. Gary, we think 
at this time the taxpayer is not giving up a thing. He is gaining a |} 
of things that he does not have at the present time. But we are taking 
none of his rights away from him, and we are trying to extend more 
rights and conveniences to him than he now has. 

But the main advantage of this thing is that the man is not dis- 
turbed except once every other year or so. 

Mr. Fernanpvez. I do not get the distinction between the informal! 
conference under the Field Office Section and the informal conference 
under the Office Audit Section. 

Mr. Duntar. They are the same. This fellow gets a letter saying, 
“We have vour return here and the only thing about it that we do not 
understand is this one item”. He can either write a letter and 
explain it or he may elect to come in and talk it over. That is all 
that means. 

Mr. Frernanpez. Those two conferences would be handled by the 
same officials? 

Mr. Duntap. No, sir; these would not be handled by the people 
who handle the office audits. In most cases, the person who writes 
the letter handles that. 

If they cannot get together, it switches over to these. These 
people are more experienced conferees. These are merely conferees 
qualified to pass on this type of thing. 

Mr. Gary. Their principal function is to get information that is 
not in the return? 

Mr. Duntap. That is it exactly. 

Mr. Gary. If a person files as a fiduciary and they want evidence 
of his qualification, they will call on him for evidence of his qualifica- 
tion. 

Mr. Dunuap. That is right. That is what that section is. 

Mr. James. Mr. Commissioner, are those conference officers avail- 
able to a taxpayer if he has a problem, before he files his return? 

Mr. Dunuap. Yes. Our entire field section is available for that, 
at any time. 

Mr. James. Before he files? 

Mr. Duntap. Yes, sir. And they are to assist them in filing, just 
as they now do. 

You have in that same set-up agents, and these will be largely our 
beginning agents, our new ones, who are assigned to delinquent col- 
lections, and returns branch. They do not do a thing but collect 
delinquent accounts and secure delinquent returns. That is a major 
headache to us. 

The social security and withholding taxes usually are about 10 
percent delinquency every quarter, and we have to get the returns. 
We have to get them from every category. These people would be 
specialists in doing nothing but collecting and securing delinquent 
returns. 

SPECIAL INVESTIGATIONS BRANCH 


Over here you have a Special Investigations Branch, still under the 
Chief of the Enforcement Division. He is the boss of all of it anc, 
therefore, can assure uniformity of treatment in that whole district. 
In there would be the fraud and racketeer sections, the boys who dea! 
with criminal tax evasions, and who deal with all people in any illega! 
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form of business. There, of course, comes your enforcement, that is, 
the enforcement of your alcohol taxes and those kind of things. 

You also have here the people who make the Alcohol and Tobacco 
Section inspections, and handle that type of work in any given area. 
This, as I say, is a consolidation of the functions of all those different 
offices under one roof so that the taxpayer can come to one place 
where now he may have to go to two, and in some cities I can think of 
he has to go to seven places, to get all the answers. 

Of course, he has to have a small administrative division which 
performs the miscellaneous services necessary to operate any office, 
stockrooms, equipment, and all that kind of business, and telephone- 
exchange operators, everything like that is under this supervision. 

He has a Training Branch that devotes 100 percent of its time to 
the training of the people in the office. 

Now, at the present time vou all know we have what are known as 
zone Offices out in the smaller communities that serve the people 
within a county. Those would still be here—they have to be. There 
would be a field office qualified to handle anything the taxpayer might 
want or might be arising from the tax history in that district. 

They would have a small branch of the cashier's offic e, Just as they 
now have, where a man could buy his documentary stamps or pick up 
his returns and file them. A number of people in there, and their 
specialties, would be based upon the type of community it is. That 
is no different from what we have now. 


COLLECTORS 


Mr. Gary. Now, let me ask you something about these collectors. 

Suppose a collector is not a civil-service employee. What happens 
to him? 

Mr. Duntar. He will have full rights to qualify, to take the 
examination, to try to qualify for any office that he can. Of course, 
that will be handled entirely by the Civil Service Commission under 
rules set up by them. 

Mr. Gary. It would be a noncompetitive exammation in this case, 
would it not? 

Mr. Dunuap. Mr. Gary, I cannot answer that, because that is 
going to be strictly up to Mr. Ramspeck. We have presented | him 
the problem, and told him: ‘Here is what we want to do.”’ 

We want to make a blue-ribbon career service under this, under all 
the rules and regulations and laws applied to the civil service. 

He has written back saying, “I see your problem. We will get to 
work on it right now, and I assure you we will cooperate 100 percent.” 

Mr. Gary. Suppose the collector is a civil-service employee? 

Mr. Duntap. Well, he would be eligible for appointment to any 
office commensurate with his grade, providing he meets the standards 
set by the Civil Service Commission. 

They will set the standards for this office and for the ones up above, 
and everywhere. Those that have civil-service status—and we have 
17 fine collectors who do have permanent civil-service status—would 
be eligible for promotion or transfer to any of these offices, providing 
they ‘meet the standards set by the Civil Service Commission. 
Frankly, offhand, I do not know of any of those 17 who do not meet 
the requirements. 
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Mr. Gary. I am not asking about individuals, I am only trying to 
understand what the plan contemplates. 

Now suppose that one district comprises Virginia and North Caro- 
lina. You will have a district commissioner for that area? 

Mr. Dunuap. Yes. 

Mr. Gary. Then you would have the deputies in each of the offices 
within that area, just as they are now? 

Mr. Dunuap. Yes, sir. 

Mr. Gary. If one of the collectors happened to be appointed as 
district commissioner, vou would select another man for deputy com- 
missioner in his place? 

Mr. Duntar. That is right, sir. This office, as I say, is the vital 
field operation office. There is one thing I failed to say about this 
other one. 

There are 25 district commissioners, where those appeals can be 
had that we were talking about. 

At the present time that is an expansion of our service. At the 
present time there are only 12 offices in the United States, of the tech- 
nical staff. So the taxpayers under this plan would have 25 appellate 
divisions they could go to rather than 12 that now exist. That is 
quite a step in their favor. 

They also have 14 special agents in charge. All of those offices are 
consolidated into those 25. That is what I meant when I said it was 
not a new office, but it was a consolidation of existing people in those 
areas. 

TAX COURT 


Mr. Gary. What is the status of the Tax Court now? 

Mr. Dun tap. It is an independent agency, sir. We have nothing 
to do with that. It is a court established by the laws of the country, 
as you know. It is an independent court, 


DISTRICTS PLANNED AT PRESENT 


Mr. Gary. What are your plans for the establishment of these 
districts? 

Mr. Duntap. Here is our thinking on the districts: 

[ call your attention now before you tell me that there are only 21 
shown on this map, the plan calls for “up to 25,”’ but there are only 21 
in here and the additional 4 are to provide for more and more expan- 
sion in case the population or the economic conditions change in 
any of these areas. We can split one of them or make any other 
adjustments. 

The thinking behind this is based upon the work volume which is in 
each one of the districts. As I mentioned, when I talked about thie 
room for saving in that mechanized accounting branch, we cannot 
afford to put the best and most efficient accounting equipment into a 
district unless the volume of tax returns handled by that machinery 
is sufficient to justify the placing of the machinery. So these dis- 
tricts are set up so that in no case will the tax return volume be less 
than two and a half million. That is the present criterion, together 
with lines of communication. The present location of some of these 
scattered offices that are consolidated into the district offices, and the 
economic conditions prevailing in each one, are considered. Even 
the lines of communication have been taken into account. 
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In some areas, the return volume and the other considerations are 
such that the district is only one State. In others, it is up to six 
States. 

You will notice one district over here that has probably more 
returns in it than any of the othe.s, but from the size, it is probably 
the smallest. 

Our present line is that it will take in Westchester County. That 
will take in all of that metropolitan area there. 

As an exiumple of what that means, say, ‘or instance, if we put this 
district office right square in the center of this district here, and from 
an appeal standpoint, these people, say 10 or 15 of them, were ex- 
amined by an internal revenue agent and did not reach agreement, 
then one of those traveling squads would go up there and hold those 
hearings. Here again we ‘have a possibility of saving a consider rabl 
amount of money because it will materially cut down, as we view it 
at this time, our per diem and traveling costs. The t rritories are so 
arranged that a lot of the duplicat : travel and a lot of other kin Is « O1 
travel that our field mea must perform in makiag all of those separn 
investigations that we now do, would be materially reduced. 

We think that is going to be a great saving, and | know you hope so 

So you will see that in no instance does a taxpayer have to go out of 
his area for the service that he is now getting, plus the improved sery- 
ice Which we have described. He still does business where he is 
There will never be less than one of those deputy commissioners’ 
offices to a State, and, of course, in a more populous State, there is 
more than one deputy commissioner's office in the State. But in no 
State will there be less than one. 

We feel that this plan has many, many advantages, and | hope | 
have been able to point out a few of them to you. 

I want to repeat that the entire control and supervision that it 
makes possible is one of the main features, I think, about the way it 
will be worth while. The avenues for economy throughout our service 
are simply tremendous, | think. 

As I have stated before the Expenditures Committee, and as 1 told 
you this morning, we cannot tell you what they will be in dollars and 
cents until it is in operation. 

You may want to know how we are going to put it into operation 
I think that is of interest to vou. 


PILOT INSTALLATIONS 


I made this statement this morning, that we could not afford to 
experiment with the internal revenue service, or to do anything 
which was possibly going to hazard the income. So, if this plan be- 
comes effective, if it is allowed to become law, we would not install it 
all over the United States immediately. We would put in two pilot 
installations, possibly two types, one where possibly one State is in- 
volved and the other where more than one State is involved, get it set 
up, see that the operation was running smoothly, and after that is 
done, proceed to the others. 

The plan provides, in paragraph 1, that certain operations shall be 
completed by December 1 of this year. That particular paragraph 
has reference to the setting up of the functions and elimination of the 
offices eliminated thereunder. 
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So if we could set up the structural set-up, we could not hope io 
complete the entire project or switch to this entire project by that 
time. We could not attempt it and would not attempt it. 

We could hope that within a year—or a year and a half at most 
we could be completely converted. We would not want to go into 
that until after we set up the pilot installation, get out the bugs, if 
there are bugs in them—and there will be in a new set-up like that 
and then proceed to the other districts. 

I do not want you to be misled by that statement, in the first para- 
graph of the President’s plan, that says it will be effective by Decem- 
ber 1, because what he has reference to there is that elimination of the 
offices concerned and the functional set-up ready to take over these 
districts. 

Until each district is converted, of course, it must continue to collect 
the revenues and function until such time as it comes under the new 
plan. It will be a progressive and carefully handled thing. 


COST UNKNOWN 


Mr. Gary. Have you made any estimation of the cost of this plan, 
and the possible increase or savings under it? 

Mr. Duntap. No, sir; as I say, we have not. We consider that 
almost a physical impossibility. 

If the situation were static at any one time, we could do it, but, in 
preparing the estimates last year, and by the time the tax law was 
passed, it was obsolete. Those factors must be taken into con- 
sideration. 

All we can tell you is that we can show you the avenues for our 
efficiency, and for savings and economy, after the thing becomes 
operative, and to tell you that it is our best opinion that it will be a 
very economical set-up and be very easily controlled—an easily 
controlled set-up. But we also must tell you that we cannot tell you 
a dollars-and-cents figure because, in this very budget we have 
submitted to you today, the people that we are asking for are not 
based on this plan at all. They are based on the workload which will 
still be present under whatever plan we operate. 


WORKLOAD ABSORPTION 


Mr. Steminskt. At that point, do you think that your organization 
is elastic enough, so that, say, 50 years hence, when the population of 
the United States will be 200,000,000 it will absorb the additional 
workload stemming therefrom? 

Mr. Duntap. That is the reason we say in this plan ‘‘up to 25,” 
and “up to 70,” of those. That is as far as we can see ahead. If it 
becomes necessary to establish more than that, say, 50 years from 
now, they might have to come back to the Congress and say, “We 
need five more.” 

Mr. Steminskr. But functionally, you feel that you are on thi 
ground floor? 

Mr. Dunuape. Yes, sir; 1 do. You see, the internal revenue servic: 
has never been completely overhauled in this manner since its incep- 
tion. Everything that has happened to it since it has been growing 
up, is that we have added another piece. This is the first complete 
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change from the ground up, streamlining and modernization, that 
the Bureau has ever gone through. 

After analyzing it from all viewpoints, and talking with the many, 
many groups, and taking into consideration all the recommendations 
that we have been able to get from Congress and everywhere else, we 
think it is the finest thing we can devise to handle the very, very 
complex problems with which the internal revenue service is faced. 

Mr. Gary. Did the organization that has been set up to accomplish 
the implementation of the Hoover Commission report recommend 
this plan? 

Mr. Dunuar. Yes. They went before the Committee on Expendi- 
tures yesterday and endorsed it highly. They said they were in full 
accord with all of the principles of the Hoover report. 


APPOINTMENT OF COMPETENT EMPLOYEES 


Mr. Gary. We thank you, Mr. Commissioner, for that very clear 
and comprehensive explanation on the reorganization plan. 

Under this plan, any noncareer employees in the Bureau who are 
incompetent would be eliminated; is that not correct? 

Mr. Dunuap. Yes; they simply would not be selected for appoint- 
ment. I know who they are, Mr. Gary. 

Mr. Gary. No; I was just asking the question generally. I wanted 
to get it straight, as to whether the present collectors would have to 
qualify before they could be appointed? 

Mr. Dunuap. That is right. 

Now, Mr. Gary, to give you the complete picture as far as our 
present collectors are concerned, and most of them are very fine 
people, we have 17 who came up from the ranks, and who have 
permanent civil-service career status at this time. We have seven or 
eight collectors who would not be eligible on account of their age. 
They do not meet the civil-service requirements of age. They are 
over 70 years of age. 

Mr. Fernanpez. Is 70 the limit? 

Mr. Dunuap. Yes; that is the forced retirement age. So they 
would not be able to qualify. 

We have some 15 or 20 who would not be interested in qualifying, 
because this would be a career, full-time occupation, and they have 
outside connections and are wealthy men that would not want to 
assume those kind of regulations. So those that are remaining, all 
of whom, I think, are top-notchers, who do want to qualify, would 
be given the full right to take the examinations and qualify, if they 
could, under the civil-service laws. 

But, right off the bat we could see where we would lose immediately 
some 22 or 23. 

NEW INCOME TAX BLANK 


Mr. Gary. I am interested in this new income-tax blank which 
you said you are now trying out in several States. 

This appears to be a bound pamphlet which contains the complete 
instructions and all of the information that is usually sent out in the 
envelopes with the income-tax forms when they are distributed; is 
that correct? 

Mr. Duntap. That is what it is; yes, sir. 
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(Copies of the material referred to were filed with the committee.) 
Mr. Gary. How is this handled in the States that vou have selected? 
Mr. Duntap. They have a little sticker that holds this shut. 
Instead of using envelopes, we have mailing slips w hich are made at the 
time of the bookkeeping operation. When a man’s return is listed, a 
slip to prepare his return for next year is made out, and those are saved. 

Some genius has developed a little machine, which is very inexpen- 
sive, W hich picks those things up, runs them over a roller with glue on 
it, and presses them right on this booklet. So those name slips are 
then put on here by the machines and the things are just dropped 1 in 
the mail as they are. That is where the experiment comes in. That 
had to be coordinated with the Post Office Department, to be certain 
of their attitude toward handling this type of mailing, and to observe 
how they come out when delivered, what damage might be done to ii 
by the mail delivery processes, and the attitude of the taxpaver for it 

Tt has many advantages. The taxpaver gets a return. 

The main objections we have to using the return now, if vou know 
is that thev are folded. These come to them flat, both the original fo: 
filing and the duplicate for his filing. There should be a considerable 
saving there. Tt is so simple to handle them mechanically. 

In the past we have had to stuff these things by hand into envelopes 
and that is a tremendously expensive operation. But these returns 
are cheaper from the word ‘Go.’ They cost us less from the Govern- 
ment Printing Office, considerably less, and we eliminate all of that 
hand operation of putting them in envelopes and mailing them out 

Mr. Gary. What would the taxpaver do with it? Would he ly 
supposed to return this whole thing? 

Mr. Dtunzap. No, sir; these returns come out of there. 

Mr. Gary. It is fixed so that the returns can be taken out? That 
can be separated from the instructions? 

Mr. Duntap. Yes, sir. If vou will notice, they are perforated 
These just tear right out. 

Mr. Gary. And the taxpaver would tear his return out and file 
only the return. just as he does now? 

Mr. Dunuap. Yes, sir. He could leave his copy right in the book, 
if he wanted to. 

Mr. Gary. When do vou expect to expand this? 

Mr. Duntap. As IT said, if it works this vear, and we do not have 
all of the reports in vet, that is, from these two districts, we have 
hopes of expanding it to the entire country. 

Mr. Gary. How has it worked in the States in which it has bee: 
tried? 

Mr. Duniar. The reports that T have on it, sir, are that it is work- 
ing very satisfactorily. 

Mr. Gary. It looks to me like an excellent plan. T would think 
would result in substantial savings to the Bureau and be more con- 
venient to the taxpaver. 

Mr. Duxiape. We have been using this form of mailing for 2 or 
vears on social security information, such as household pola 
which is handled the same way. It has worked very satisfactor: 
there. So we expanded that to this. 

T brought this up to vou just as an example of the things that our 
management people are thinking about, how to cut down operating 
costs, and that business, constantly. If you will notice, even the 
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type on here has been analyzed by our people and the Government 
Printing Office people, to make it as readable as possible. 


SOCIAL SECURITY EMPLOYMENT 


Mr. Gary. You mentioned social security. How many persons 
have vou emploved as a result of the Social Security Act extension? 

Mr. Duntar. Do you have that figure? 

Mr. Evans. We asked for 2,500 additional emvlovees, Mr. Chair- 
man, and we lost 650 of these emplovees by the 2' million reduction 
which was made in the 1952 appropriation. So the difference is 2,500 
minus 650, or 1,850 positions. 

Mr. Gary. And vou have recruited up to full authorized strength? 

Mr. Evans. On that foree, ves, sir. 

Mr. Gary. Are vou asking for any additional positions for this year? 

Mr. Evans. No, sir. 

Mr. Gary. Can vou give us a tabulation showing how many posi- 
tions vou have each month to date in the present fiscal year? 
Mr. Evans. I think I have it. 

Mr. Gary. Place that in the record at this point. 
(The matter referred to follows: ) 


Employment by months, fiscal year 1952—number of employees on rolis at close of 
month 

1951—July af, 
August 56, 8: 
September 56, 
October 
November 
Deeember 
January 
February 
March 
Avril : 56, 000 
May : 55, 750 
June ' An 55, 570 


Estimated. 


Mr. Duntap. Mav IT sav at this point that we have been operating 
under an employment freeze ever since the passage of the last act, 
because of the understanding that we had 2,500 people, and vou know 
what happened there. As a net result we are now below our author- 
ized stage at this time, because we simply did not have the money to 
pay them on account of some of those contingencies that T mentioned 
in the opening statement, 


RACKETEER COLLECTIONS 


Mr. Gary. One of the newspapers recently quoted vou, Mr. Dun- 
lap, as saving, in discussing the racketeers’ collections, that the drive 
is just now reaching its peak. 

Mr. Dunuap. Yes, sir; we think it reached its peak in December. 

Mr. Gary. Why are you asking for twenty-some hundred more 
men? 

Mr. Dunuap. To replace the people who have been engaged in that. 

Here is what happened, as I touched upon this morning, Mr. Gary. 
We assigned people to these cases, and we took this racketeer list, 


939380—52——30 
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worked it out, and put them to work. Now, what I mean by reach- 
ing its peak is, before any cases in that field could be completed, the 
preliminary investigative work and the other necessary work to estal)- 
lish their liability had to be completed. 

Now, those cases are not worked overnight, and the simple ones, 
the easiest ones, that were just simple to work, are the ones that 
they went to work on first and closed. 

As they went to work on these poeple, those cases that took more 
time are now beginning to pay off, and are materializing at this point 
in assessments. 

Some of them will take a year, maybe 3 years, to work out, if they 
are criminal cases—and we are dealing with criminal cases to begin 
with. 

So, what we meant was that while there have been 2,300 people 
engaged in it throughout, their efforts were just now beginning to reach 
the peak of productiveness that we hoped to maintain in the thing. 

Mr. Gray. You do not plan to use any more people in that drive, 
but you do intend to use these additional employees to make up, in 
the Income Tax Division, the number of people that you have assigned 
in that Division to this particular task? 

Mr. Dunuap. That is right, to replace the people that we stripped 
from them when this drive started. 

Mr. Gray. What steps are being taken now to combat the un- 
favorable publicity that you have received in the last few months? 


RACKETEER DRIVE GOOD PUBLICITY 


Mr. Duntar. You know, Mr. Gray, it is proven that the most 


favorable thing to offset that has been the publicity arising right out 
of this racketeer drive. 

Let me show you something. 

(A chart of newspaper clippings was displayed at this point.) 

Here in Washington, we do not see the picture, because these 
things come from all over the country, and never at one time do you 
see the whole picture. 

So, just a few days ago, I decided: “I want to know what the 
score is.”’ 

These are some clippings that have come in from all over the 
country since this drive started. The thing has been tremendously 
well received, and the editorials on it, and everything else, have been 
wonderful. We think it has been one of the most beneficial things 
to offsetting the reaction of the public. 

One of the things we have been mainly accused of was not treating 
the illegal taxpayer as the honest taxpayer, and this has done more 
than anything else we have ever done to offset that. In other words, 
our taxpayers are coming to understand that we are treating these 
racketeers the way they should be treated. 

Mr. Gary. It was this committee that insisted, I believe, that this 
drive get under way, last vear. 

Mr. Dunuap. That is right, sir, and those are some of the results 
That is not all of them, but that is some of them, that the boys sent 
in to Washington, when I decided to have those boards made up. 
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RESULTS OF RACKETEER DRIVE 


I have here the results of the racketeer drive through the month of 
December, and it is an interesting thing. | would like to leave it with 
you. It is a complete tabulation by squads and districts, which 
shows the results up to date. 

As I say, we have been able to close more cases every month, and it 
is continuing. 

Mr. Gary. Is this a summary statement? 

Mr. Dunuap. That is a summary statement on the front, and 
those are the details. 

Mr. Gary. Can we put that summary into the record? 

Mr. Dunuap. Certainly, sir, you may. 

(The statement referred to follows: ) 


Statement of results—Special tax fraud drive for pertod Apr. 27 to Dec. 31, 1951 


Summary of cases closed: 
1. Prosecution recommended (income tax) 119 
. Prosecution recommended (excise, social shinee with- 
holding, other) ____- ey ee 95 
. Prosecution recommended (direct referrals) __ sae 7 9 
. Tax and 50-percent penalty Leas 668 
5. Tax and negligence penalty 667 
3. Deficiency : Pen Arse of sie 907 
. No change 7 


Subtotal _ : = 
8. Eliminated from racketeer class... 
9. Other_____- 


Total cases closed 
s recommended for assessment: 
1. Number of cases__ - 


i i re Po ek od : _.__. $22, 136, 409. 47 
. Fraud penalty ie Seer u 8, 792, 152. 68 
. Other penalty _ _ _- a PONE: ee 1, 309, 905. 93 
Total additional tax- ee een te se ako, ie aie eee 08 
. Overassessments recommended _ 2 Ie : Sh, 46, 313. 11 
7. Net additional tax and penalties___..._________-- 32, 192, a 54, 97 
Jeopardy assessments: 
1. Number of cases__ - ; < “ete : 288 
2. Amount of tax, and penalties ! : ces oe _. $22, 949, 585. 64 
Action on prosecution cases: 
1. Referred to Department of Justice: 
Cases ___ R 142 
Number of defendents involved _- : Ey Pei 261 
2. Indictments: 
Cases ___- n * 87 
Number of defe ndents involv ed_- i 180 
3. Convictions: 
Cases___- : } ; 29 
Number of defendents involved__._________ ; 105 


‘ Not included in totals on line 7. 


Mr. Duntav. There are other steps that we are taking to trv to 
offset some of the unfavorable publicity that we have had. Inci- 
dentally, we do not see much here in Washington, but in practically 
every smaller newspaper over the country where the collectors are 
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known in their local communities, and are highly considered, editorial 
after editorial say, ‘“These things may be going on somewhere else, but 
our collector is a top-notch man. We know him, we know his people, 
we know his activities. They may find things in other parts of the 
country, but there is nothing wrong with our people in this com- 
munity.” 

CITIZENS ENTITLED TO REFUNDS 


Mr. Gary. Mr. Dunlap, I notice that recently various newspapers 
in the United States have been publishing names of people who are 
entitled to refunds and who have not received their refunds. Can you 
tell us something about why this has been done? 

Mr. Dunuap. Yes, sir; I will be glad to. 

The New York News. in an interview with our collector, found that 
we did have that problem, that we had all these checks, that we had 
made every effort within our means to deliver these checks, and we 
were merely holding them there for future claims of the taxpayers. 
They thought about it for some 2 or 3 weeks, what could be done with 
those checks, why could not the Government deliver them, et cetera. 

So they came back to the collector and said, ‘Look, we have an 
idea. Why do vou not advertise these checks in a newspaper, and 
they would address the taxpayers?” 

Then they said, “Do not even answer the question. We knew the 
answer, almost, when we asked it? It costs $3,000 a day for a page 
ad in our paper, and, all over the country, it would be prohibitive. 
We know vou do not have the money to do it.”’ 

The collector said, “That is exactly the answer.”’ 

Well, they went out, and 2 or 3 days later they came back and said, 
“Look, we have an idea. We would like to perform a public service. 
We would like to help vou. If vou will let us have those lists, we will 
publish them free of charge as a public service.”’ 

That hit the collector right between the eves, but he could not give 
them the answer. They came to Washington to see me. They gave 
me the same story, that, after considering this, they came up with thy 
public-service idea, and as a good-will gesture toward the Government 
and the publie they would like to publish this. 

Having faced that problem myself in the collector’s office, I knew 
what a tremendous thing this problem was. So, I jumped at the 
opportunity. 

HUMAN INTEREST STORIES 


They said, ‘Naturally, we are not philanthropists. We are not e¢n- 
tirelv unselfish in offering to do this. But we think that by publish- 
ing these lists, we can come up with some of the finest human-interes' 
stories any newspaper has ever written. Frankly, we are in hopes 
that if we get these lists, and our people will go in there and take them 
off, it will not cost the Government a dime, and we will send stenog- 
raphers and clerks in there to copy these lists—you do not have to do 
anything but let us copy them-——-we can take the first 10 names on that 
list, and, frankly, and we hope that the first name would be that of a 
widow with three kinds who had been foreed to move from her old ad- 
dress because of the death of her husband whom she did not know had 
filed a tax return. She did not know she would get back $150. We 
hope the next one is a sick, old man on a farm, who did not even think 
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of his return. We think we can get some fine human-interest stories 
and we would like to approach it from that angle.”’ 

I said, “What do you think will be the public reaction toward the 
Bureau?” 

They said, “We will write that story and tell about the many efforts 
you have made to deliver these checks, and it will be a fine story. We 
will bring it to Washington, and vou can O. K. it before it is pub- 
lished.”’ 

It was a wonderful opportunity. There was another aspect which 
entered into it. They said, “Frankly, if we start this thing, we do 
not see how every paper in the country can keep from following.” 
And they were right. 

As a result of that, the Bureau is getting a very fine reaction right 
at the time of the filing period. We are trving our best through the 
papers, to give these checks back to them, showing our good faith. 

In that regard it is having a very fine result all over the country. 

Mr. Gary. Have most of the newspapers in the country carried 
them? 

NATION-WIDE CIRCULATION 


Mr. Dunuar. They have been carried in practically every district 
in the country. In fact, | know of none where they have not either 
been carried or a list prepared for carrying right now. Of course, it 
is a tremendous service to the taxpayer. 

The collector in New York, as a result of the publication of those 
stories, learned of some friend of a man whose name appeared, who 
said, “Well, | know where he is. He is in Sacramento.” He would 
send him a clipping from the paper, and shortly afterward there came 
a letter from Sacramento giving the collector the correct address and 
asking that the check be sent out there. 

So it has proven a tremendous help to us, because those things have 
been a headache to us ever since the pay-as-you-go bill went into 
effect. You see, this thing has another possible aspect too, Mr. Gary, 
because those checks are always a claim against the Government. 
They are not barred by the statute of limitations. The more of them 
that are outstanding, the bigger headache the General Accounting 
Office has of them. All the way around it has been beneficial. 

Mr. Gary. How many checks have you estimated will be delivered 
as a result of the campaign? 

Mr. Dunuar. That one office there was our heaviest office, because 
that is the most heavily populated section of the country, of course, 
but | think they are from 110,000 down to 3,000, say in some of the 
smaller offices. We are having those figures compiled, but the only 
way we can do it is to have each collector tell us how many he has on 
hand and what the total amount of them is. As far as the financial 
aspects are concerned it is always a financial obligation of the Gov- 
ernment. 

PERCENTAGE DELIVERED 


Mr. Gary. What percentage of them are being delivered as a result 
of this publicity? 

Mr. Dunuap. The newspaper force is keeping up with that very, 
very closely. It says 37.2 percent of the list published so far have 
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written in, called in or otherwise identified themselves so that the 
checks can be delivered. 

Mr. Gary. The Richmond paper stated as soon as the first paper 
carrying a list of names was published, the phones began to ring im- 
mediately and there has been quite a deluge of calls at the offices o! 
the Bureau of Internal Revenue. 

Mr. Dunuap. You see, the reason for the undeliverability of some 
of those checks to begin with is the rule that the post office cannot for- 
ward a Government check unless the individual has left a forma! 
change of address with the post office. 

Of course, the check bears the man’s address, too. So unless the 
taxpayer had gone to the post office when he moved, and left a forma! 
change of address, then the Post Office Department did not forward it 

After a check came back, and we knew it could not be forwarded, 
we would then write the taxpayer a letter that could be forwarded, 
and we cleared out at the beginning, say 15 percent of those checks 
That left us with 85 percent of them. 

So then we pulled the income-tax returns and saw where the man 
worked, and addressed an envelope to him there. Well, we cleared 
out another 5 percent that way. 

The next attempt was, since the letter to the man himself was no‘ 
delivered, we wrote to the former employer. The employer is shown 
on the tax return. 

We asked if he knew where this woman or man had gone, and we 
cleared another 5 percent. 

Then we were at the road’s end. There were no further steps we 
could take. We did not have the manpower to follow it any further 
down the field. 


But this is going to be very beneficial, from a publicity standpoint 


NATIONAL INCOME AND ESTIMATED INCOME TAX RECEIPTS 


Mr. Gary. Could you furnish us for the record a schedule of nu- 
tional income and income-tax receipts, by fiscal years, for each of the 
past 10 years? 

Mr. Jounson. I believe we have those statistics, do we not? 

Mr. ArKxeson. Yes, sir. Those were the statements that appeared 
last vear. I will insert them in the record. 

(The matter referred to follows:) 
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Personal income, national income, and gross national product, 1929-61 


{In billions of dollars} 





| re * , , | 7 <4 °. 
Personal in- | National in- | —s 

come ! ome 2 a 
=e product 3 


Calendar years: 
1929 


1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

1940___- 

1941 

1942 

1943 

1944 

1945__... 

1946__- 

1947... 

1948 

1949 

1950 

1951: | 
First quarter 4 Ratt ee es Me : 319 
Second quarter 4. ____- iets aaaeaee ‘ 2! 2 328 
Third quarter 4 Rae . SEIS Re : te 253 | 32 

Fiscal years: | 

1944 a pees Re eA toe 58 | 205 

1945. Seek aes d REE Sa 220 

1946___ : ners BEA tore are | 204 

1947 . Sues : obras ‘nasty nal 223 

on ee pate ; Ake Fe a 201 211 246 

1949 Ps ae Pe i ata ite pte | 210 224 262 

1650. _.... ‘ anaes CE 210 220 263 

ee Sassen ans TR AE ee ce 240 262 310 





i Personal income: Sum of all income flowing to individuals (including unincorporated business), both 
from production and from payments such as Government pensions and social-insurance benefits. 
? National income: Net income of individuals and corporations from production, after depreciation al 
lowances but before income taxes. 
’ Gross national product: Market value of all production of goods and services in the country. 
Seasonally adjusted annual rates. 
5 Estimated by Council of Economie Advisers. 


Office of the Secretary of the Treasury, Jan. 4, 1952. Office of the Technical Staff. 
Source: Department of Commerce, except as noted. 








Comparison of budget estimates of revenue with actual revenue—Comparison of total 
budget estimates of revenue with actual revenue,! fiscal years 1928-51 


{All estimates are based on the revenue laws existing at the time of making the estimates: in m: ANY years 
there were drastic changes in the law after the estimates were made and these, of course, were reflect ed 
in the actual receipts} 


Percentage increase 
Estimate issued in January decrease (—), actual 
Actual rev- of revenue over estimats 
enue (total issued in January of 
budget re- 
ceipts) 
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800.5 2.39 
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T otal budget receipts, general and special accounts, on the basis of the daily Treasury statement: figures 
are before deduction of appropriation to old-age and survivors insurance trust fund and refunds of re: 


Note.—Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 

Source: These figures are as published in the resnective President’s budget messages—excluding propos 
legislation—and in the daily Treasury statement of June 30 of the indicated years. 


Mr. Duntap. There is another : aspect of what we are doing to offset 
unfavorable publicity. That is the fact that we are constantly re- 
leasing to the wire services every bit of information we can, but a lot 
of it, of course, is not used. 


DOMINANT FIELD IN WAGERING TAX 


Mr. James. Mr, Commissioner, I just want to ask vou this question: 
Do vou have any idea what class of gambling predominates in the 
field in which you will have to collect these camble rs’ taxes? 

Mr. Duntap. Yes, sir. I think the experience has taught us 
without any doubt it is the bookie field. 

Mr. James. Racing? 

Mr. Duntap. Yes, sir. A bookie does not only deal with racing, 
he takes bets on pretty near any kind of sports. 

Mr. James. He would go into the athletic events, too? 

Mr. Dunuap. Yes, sir. 

Mr. JaMrs. So you cannot fix greater importance to any one kind 
of gambling? 

Mr. Duniap. No, sir. When T sav “bookie” T mean those people 
who take bets on any kind of event, horse racing, boxing, or any other 
event of that nature. 





ABOLITION OF VOLUNTARY DISCLOSURE POLICY 


Mr. James. There was another subject upon which I am _ not 
quite clear. That was the abolition of the voluntary disclosure policy. 
My curiosity was aroused by vour statement this morning, that per- 
haps a man might learn on some morning, from the bank, that he was 
about to be investigated. I have always understood, and I suppose 
it was just a matter of understanding and nothing more that that was 
a confidential matter. and that banks, as a general rule, kept such 
information as that confidential. Perhaps a “voluntary disclosure’’ 
policy might be continued, in the sense that a man might, sometime 
after he files, discovers that the has made a mistake and asks to 
submit an amended return, that still would made him a “voluntary 
disclosure” subject. 

I suppose it would not be vour policy to refuse to accept that kind 
of “voluntary disclosure.”’ 

Mr. Dunuap. It is only the automatic blanket extension of that that 
is being eliminated, not the mechanics of the actual case, if I make 
myself clear. 

We are merely retracting a broad statement that that will be the 
policy. 

Naturally, under the legal procedures, and everything else, the 
fact that a man did come in and make a clean breast could possibly 
result in a no-prosecution recommendation. It would certainly be 
taken into account. 

As I said this morning, I cannot conceive of anybody who would 
recommend prosecution of a man under those circumstances. 


BANKS COOPERATE 


Mr. James. Does the bank information that you feel you are 
entitled to go pretty deep? 

Mr. Dunuap. Yes, sir. We have received 100-percent cooperation 
from the banks. 

Mr. James. But it has to be voluntary? You cannot invoke any 
provision of the law, can you? 

Mr. Dunuap. Yes, sir. The law gives us that right. It would 
have to be that way, sir; otherwise we would not have access to the 
banks. 

Mr. James. Now, concerning this new form of tax blank that you 
have shown here today, | want to ask this question: 


USE OF ADDITIONAL FORMS 


Is there not a great waste of tax blank forms by those who get a 
half dozen or so copies, make them out with pencil and throw them 
away, and make them out again, and worry around with them, and 
probably consume a lot of them before they can come up with one 
they can file? 

Mr. Duntapr. It is a question, sir, about whether vou would con- 
sider that waste or not. The only way a man can really compute his 
income tax is by following right down the form itself and using it 
for his computation blank. Se we have to include in our estimates, 
enough forms so that they can compute their returns just the way you 








472 


say. But that is the reason we only send them the two, one that the, 
can figure on and one to send in. 

Mr. James. But will they get two of these complete books propose! 
in this new tax form? 

Mr. Dunuap. No. The two of them are in the book. If they 
want any more, sir, they have to get them from the local office there. 

Mr. James. But would they get a whole book from a local office 
if they wanted to do it a half dozen times. 

Mr. Dunuap. No; they would not. If they go to a collector's 
office after additional forms, they would only get the forms. 

Mr. Jamus. That is what I wanted to know. This new form is 
rather elaborate, if vou are going to furnish a lot of them to one tax- 
payer, and it would be costly. 

Mr. Dunuap. If they go to a collector’s office, for additional forms, 
they do not get the booklet. They merely get the return, or the 
particular schedule they call for that they want. 

Mr. James. So there is an ample supply of loose forms when they 
want to play around with them? 

Mr. Dunuap. Yes, sir; that is true. Many, many accountants use 
quite a number of forms. An accountant preparing a client’s tax 
form, usually prepares several. First he has a work sheet, one for 
the Bureau and one deliver ed to the client, and then there is one lhe 
keeps for his own file. That is standard practice. 

That is the only set of instructions that accompanies the tax 
return that they get. The additional ones come by themselves. 


PLAN FAVORED 


Mr. Stemrnskt. I like the fact that you are placing great emphasis 


on improving the spirit of the service and the fact that this is a long- 
range plan. When you are in contact with Mr. Ramspeck, I wish 
vou would draw his attention Gallup Poll on this “8 in 10 favor th: 
Truman plan to reorganize tax collections.”’ 

Mr. Dun tap. We will be glad to do that, sir. 

Mr. Sreminski. Particularly to the reasons opposing this Civi! 
Service approach, stating: 


The principal arguments advanced by those opposed to the reform was that 
Civil Service had faults of its own and did not necessarily guarantee that the bes! 
workers would be hired. 

Point out, if vou will, sir, in the State of New Jersey, when the 
State Department wanted people for overseas duty, it was Civil 
Service that prevented State from coming in there on grounds, pre- 
sumably, that the United States Employment Service said people 
were needed in that area for industry. That was certainly a vers 
arbitrary Civil Service decision. It stifles free enterprise of people: 
prevents them from going where they want to go, and certainly opens 
the civil service up to possible policy investigations. 





473 
TuHurRspDAY, JANUARY 24, 1952. 


QUALIFICATIONS OF COMMISSIONER 


Mr. Gary. The committee will come to order. 

Mr. Canfield, I believe you had some questions that vou wanted to 
ask Mr. Dunlap, the Commissioner? 

Mr. CanFIELD. General Dunlap, since the Bureau of Internal 
Revenue representatives were here before this committee last year in 
connection with their 1952 fiscal request, three of the top officials 
have resigned. They are the Commissioner, the Assistant Commis- 
sioner, and the Chief Counsel. Is that not true? 

Mr. Dunuap. That is correct; yes, sir. 

Mr. CANFIELD. In other words, during the current year there has 
been almost a complete change in the high command? 

Mr. Dun ap. Yes, sir; that is correct. 

Mr. Canrie.p. Will you now be good enough to sketch for the com- 
mittee briefly your own background qualifying you for the position of 
Commissioner, indicating also the date on which you took over? 

Mr. Dunuap. Yes, sir; I will be happy to. 

I hold a degree in business administration and accounting. I] 
entered the internal revenue service in 1933 as a temporary deputy 
collector. 

Mr. Gary. From what school? 

Mr. Dun ap. Southern Methodist University, sir. 

I entered the internal revenue service in 1933 as a temporary 
deputy collector. About a year later I was made assistant chief 
field deputy and a shortly thereafter chief field deputy. 

During that time I had charge of cleaning up the terrible tax 
situation which arose as a result of the discovery of oil in the east 
Texas oil fields, and the subsequent delinquencies of every kind that 
occurred in a situation of that kind. I might add that there were 
developed—I developed them myself—the methods for auditing and 
examining gasoline refineries to be certain that the taxes were paid on 
all products, and that every barrel of oil they handled was properly 
accounted for. 

I remained Chief Field Deputy until November 18, 1940, at which 
time I was inducted into the Army. I returned from the Army and 
the Collector was in very poor health, and I was reinstated in the 
service and appointed Assistant to the Collector. 

I remained Assistant to the Collector for slightly over a year, at 
which time I became Acting Collector. I was Acting Collector for 
approximately 2 years and Collector for a year. 

I was then appointed internal-revenue agent in Charge for the entire 
State of Texas. I was on that job for a little over a year when I was 
called to Washington to form the special racket squads all over the 
country, which we discussed yesterday and I headed that organiza- 
tion until August 1 of 1951, on which date I took office as Com- 
missioner. 

Mr. CanrieLp. You entered the military service at what rank? 

Mr. Dunuap. I entered military service as a Major. I was com- 
manding a squadron of horse cavalry at the time. 
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Mr. Canrretp. And you are now 

Mr. Duntap. Brigadier general. During my Army career I have 
attended the top se hools of the military service, including the Com- 
mand and General Staff School at Fort’ Leavenworth and the Army- 
Navy Staff College, which at that time was the highest staff school 
in the world, and at which time we were subjected to considerable 
studies of economic conditions, which we had to consider in our occu- 
pancy of the foreign lands, in order to enable the military authorities 
to know what to do from an economic and financial standpoint. 


QUALIFICATION OF ASSISTANT COMMISSIONER 


Mr. Canriecp. General, who is the new Assistant Commissioner. 
and what is his background? 

Mr. Duntap. The new Assistant Commissioner is Mr. Justin F. 
Winkle, and I would like Mr. Winkle, if he will, to tell his own back- 
ground. 

Mr. CANnFrie.p. Yes, indeed. 

Mr. Winkie. Mr. Canfield, I entered the Government service in 
1927 as a messenger and have been in the service ever since that time, 
with the exception of a little over a 2-year period in the Navy. 

I have been in the revenue service a little over 17 years, having 
entered it in 1934. I studied for 2 years at George Washington 
University here in the city, am a graduate of Columbus University, 
have an LL. B. degree, and am a member of the bar of the District 
Court and the Court of Appeals of the District of Columbia. 

The various capacities in which | served since I have been in the 
Revenue Service include numerous positions on the technical ruling 


and regulation work; Chief of the Rules and Regulations Division of 
the Employment Tax Division; technical adviser to the Deputy Com- 
missioner in charge of the Excise Tax Division, member of the Com- 
missioner’s management staff; assistant head of the Commissioner's 
management staff, and, on September 18, 1951, I assumed the oath 
of office as Assistant Commissioner. 


QUALIFICATIONS OF CHIEF COUNSEL 


Mr. Canrretp. General, who is the new Chief Counsel for the 
Bureau and what are his qualifice ations? 

Mr. Dunztap. The new Chief Counsel for the Bureau—his nomination 
has been sent to the Senate, but has not yet been confirmed by that 
body—is Mr. Charles W. Davis, who at the present time is the clerk 
of the House W: avs and Means Committee. He has had a broad 
background in studying all tax legislation proposals, and the bills 
before Congress for the entire period of time that he has been here. 
He is, of course, a well-known attorney and a graduate of the law 
school in his home in Illinois. He graduated in 1938, I think. 

I talked with Mr. Davis a number of times, and I am very highly 
impressed with him. He was our first choice, but we did not know 
whether or not we would be able to secure his services, and we fee! 
that we are most fortunate in being able to persuade a man of his 

caliber to come with us, and we feel very fortunate in being able to 
secure the consent of the chairman of that committee to reles ase him. 





475 


Mr. CanFirEtp. Prior to his service on Capitol Hill he worked for 
the Bureau? 

Mr. Duntap. He was with the Treasury Department, sir, but not 
with the Bureau. 

Mr. Canrrevp. I have heard in recent days many compliments 
directed his way by Members of the Congress who serve on the House 
Ways and Means Committee. I would take it that he, perhaps, is one 
of the youngest Chief Counsels the Bureau has ever had. 

Mr. Dunuap. I think that is true. I think he will be the youngest. 
At the same time we think he will come to us the best qualified. 

Mr. CANFIELD. In passing, I might say that I heard the gentleman 
from California, Mr. King, chairman of the special investigation com- 
mittee of the House Committee on Ways and Means, pay Mr. Davis 
high compliment during the current week. 

Yesterday, General, you very thoughtfully paid a compliment to 
this subcommittee which, in 1947 and 1948 made an investigation of 
the Bureau and reported several recommendations to the Congress. 

I quote two: 


CIVIL SERVICE RECOMMENDATIONS 


The most serious defect in the organization and operation of the Bureau is the 
fact that the men who are charged with the actual collection of the revenue, the 
collectors, are political appointees. The Commissioner who administers the 
entire Bureau does not have effective control over the collectors throughout the 
country. Whether collectors of internal revenue actually attend to the affairs of 
their offices, or merely bask in their patronage appears to be largely a matter of 
their own volition. The committee recommends the enactment of legislation 
whereby the appointment of collectors of internal revenue would be removed from 
the patronage system and placed under civil-service laws and regulations. This 
would be a major progressive step in the operations of the Bureau, even though 
the administration of the Civil Service System is badly in need of widespread 
improvement. 


The second recommendation I have alluded to is this: 


SPECIALIZATION OF WORK 


There appears to be an unnecessary and cumbersome degree of specialization 
in the work of enforcement personnel. The organizational structure in line with 
administrative authority, including the inconsistent alinement of field organiza- 
tions of the various units of the Bureau, the accounting and control of appro- 
priated funds, and many other aspects of the management of the Bureau, should 
be subjected to thorough and objective analysis and revision. 

It is recommended that the Commissionon Organization of the Executive Branch 
of the Government, undertake a thoroughgoing analvsis of the Bureau of Internal 
Revenue at the earliest possible moment. The great importance of this agency 
which collects the revenues for operating the Government, requires that it be given 
the highest priority in the Commission’s program. 

You will recall your reference to those recommendations yesterday, 
and I believe it was some time after they were made ,that you began 
yourself the initial work in formulating this new proposal; is that 
right? 

Mr. Dunuap. Yes, sir; that is true. 

Mr. Canrretp. General, you will recall in the report our subcom- 
mittee made in 1948, we pinpointed hundreds of examples of ineffi- 
ciency, laxity, and cumbersome procedures. There was also called to 
the Bureau’s attention personal derelictions and Hatch Act violations. 








I desire in this connection to refer to a Bureau supervisor’s report 
given this committee in 1948, dated December 1946, on the second 
Texas district office, Dallas, Tex., which report pointed out that there 
was evidence of laxity in connection with income-tax returns. 

The report said audits were progressing slowly, 3,000 letters were 
on hand awaiting reply; the assistant chief field deputy was a weak 
administrator, 10 to 25 days elapsed between collections and thei 
transfer to the cashier, and 30 of the deputy collectors were unsatis- 
factory. 

This was a Bureau supervisor’s report. It was not a good picture 
but there was one encouraging note appended to the report as given 
us by the Bureau: This was where the Commissioner advised this 
committee in submitting that supervisory report as follows: 

Mr. John B. Dunlap, the Assistant to the Collector, while Mr. Arnold was 
Acting Collector, and who has recently returned from several years’ service in the 
Armed Forces, succeeded Mr. Arnold as Acting Collector on April 1, 1947. He 
is a very capable executive. 

Mr. Dunuap. I never found an office in a more pitiful shape, Mr. 
Canfield, when I came back, than that office was in. 

The collector was a very fine old man, and was always very kind 
tome. He had been sick for 2 or 3 years. This man Arnold who was 
appointed acting collector when Mr. Thomas died, had blocked and 
fought Mr. Thomas, taking advantage of his illness. The office was 
completely snowed under. It was improperly manned. 

You must remember that not only was I called to service, but the 
man who succeeded me as Chief Field Deputy was gone, and quite a 
few of our key personnel were gone also into the military service during 
that period. 

The work was stacked up to the ceiling. You say 3,000 letters, 
1 imagine there were 30,000, if you had computed it thoroughly. Of 
course, my first undertaking was to straighten that situation out, and 
when I left there it had the rating as one of the No. 1 offices in the 
country—and still has. 

My successor, Mr. Campbell, is another career man, who entered 
the service the same time I did, and came right along up, and as I was 
promoted, Ellis Campbell was just one step behind me all the way 
and he has the same ideas about those kinds of things as I do, so he 
pitched in. 

I might even say that the Division chiefs in that office were no 
even speaking to each other. Before I left they were going around 
seeing if they could help each other out, and the office had been 
brought up as a 100-percent efficient unit at the time I left, but the 
conditions mentioned in that report were true and correct. 

Mr. CanFrevp. General, in fairness to you—and this comes from 
the ranking minority member of this subcommittee—I think that the 
intervening years seem to have borne out the Bureau’s supervisor's 
high estimate of your own self. It is only fair that this should | 
emphasized at this point. 

Mr. Duntapv. Thank you, sir. 


NEED FOR REFORM OF BUREAU AS FIRST STEP 


Mr. Canrrecp. General, when the President appeared before | 
on January 9 to deliver his message on the State of the Union |i 
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emphasized that first things must come first. He said it was most 
important that our people have a wholesome state of mind. I am 
sure you will agree with me that the scandals in the Bureau and the 
other agencies in our Government have left our people in a very 
unwholesome and in some respects angry state of mind. Do you not 
think that your first job—and you have one of the most important 
jobs in the United States—is to reform the Bureau and regain public 
confidence therein? 
Mr. Duntap. Unquestionably. 


NEW PERSONNEL NEEDED IMMEDIATELY 


Mr. Canrie_p. Do you not think that this job must precede any 
employment by you of thousands of new agents and clerks, such as 
you now request? 

Mr. Dunuap. No, sir; I cannot go that far. I do not believe that 
we can ever accomplish the workload that the public looks upon us to 
accomplish. We must have—first, a just and equal treatment of all 
of our people—which they have a right to expect, unless we have an 
inadequate number of people to do the work. In other words, where 
we can only handle, say one out of five cases that should be handled, 
the one whose case is handled is very unhappy when he knows the 
other four have not been handled in the same manner, and I feel that 
one of the main things we have to accomplish is to insure that there 
is uniformity of treatment of all of our people, and the only way we 
could give them that is by having the adequate machinery, the ade- 
quate personnel, and the adequate structure to permit that kind of 
treatment. My whole course is to see that the people of this country 


get the best revenue service it is possible to give them. I have said 
that ever since I have been here; it is my goal, and I do not believe 
that we can give them such an organization unless we have an ade- 
quate number of people to carry out your directives. 


INVESTIGATION OF INSPECTORS 


Mr. Canrietp. General, referring again to derelictions—and you 
have been very forthright in commenting on them—I believe you 
testified vesterday that six collectors had resigned or had been fired 
during the last vear. 

Mr. Duntap. Yes, sir. 

Mr. Canrie_p. That is 6 out of 64. Are any others under suspen- 
sion or investigation at this time? 

Mr. Duniap. No others are under suspension at this time. We 
are inspecting and examining every one of the others. Our new in- 
spection service has required from all of them, just as we have from 
many other emplovees, a complete financial statement, and that ser- 
vice is engaged in examining their income tax returns for at least three 
years back, and, further, if necessary. Our teams are checking their 
offices and we are checking the Internal Revenue Service and of course 
that includes all of the collectors and other people in charge of our 
various field offices. In fact, we are doing everything we can to insure 
that none of the derelictions discovered to date have been repeated in 
any of our other offices, and I am very happy to say that so far our 
findings do not indicate that we are going to find anvthing like that. 
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We are going to find, I am sure, minor adjustments to be made in 
income tax returns, Just as you would in any other taxpayer’s return, 
and we are going to find some things we may question, but nothing 
that approaches the nature of the things that were in effect in these 
other six offices. 


SUMMARY OF REORGANIZATION PLAN 


Mr. Canrretp. Yesterday vou gave us a good outline of the proposal! 
the President submitted to Congress, known as Reorganization Plan 
No. 1 for reorganization and reformation of the Bureau. 

This provided: 

(1) The establishment of 25 district offices to replace 64 collectors 
without replacing the field officers now available in local offices; 

(2) Making the 25 district commissioners directly responsible to 
the Commissioner, and placing them under classified civil service: 

(3) Providing a new framework of supervisory offices in Washing- 
ton of three Commissioners, to be unclassified civil service; 

(4) The creation of an Inspection Service similar to that in the 
Post Office Department, under the Commissioner; 

(5) The placing of the Assistant General Counsel of the Bureau of 
Internal Revenue under the classified civil service and providing cer- 
tain key positions to be compensated at higher rates, strengthening 
the line of authority and general streamlining procedures. 

Would you say, roughly, this is a fair summary? 

Mr. Dunuap. Except for one statement there, Mr. Canfield, which 
I tried to emphasize yesterday. 

These 25 district commissioners do not replace those people now 
known as collectors. They are replaced by up to 70 deputy district 
commissioners. 

Mr. Canrietp. And you think this plan will promote efficiency and 
morale in the collection processes? 

Mr. Duntap. I certainly do; yes, sir. 

Mr. Canrietp. And also proper relationships between the Bureau 
and the taxpayers of the United States? 

Mr. Dunuap. I have no question on that score. I think that by 
placing the responsibility in one spot and by providing one place where 
a taxpayer can go to get any answer he wants, it will be a major step 
forward. 

Mr. Canrieip. And you believe this new program will discourage 
evils, such as have been uncovered in Boston, Wilmington, Hartford, 
and other places? 

Mr. Dunuap. Yes, sir. That is one of the main objectives of the 
plan. 

APPOINTMENT OF POSTMASTERS UNDER CIVIL SERVICE 


Mr. Canrretp. Are you familiar with the manner in which post- 
masters are now named under the law, making them civil-service 
career appointees? 

Mr. Dunuap. Yes, sir. 

Mr. Canrietp. You would not want the civil-service reforms of the 
Bureau under this new program patterned after that, would you? 

Mr. Dunutap. No, sir. There is a special provision that covers the 
appointment of postmasters, and I certainly do not want it effective 
in our case. 


snr 
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Mr. CanFievp. I recall that last week the gentleman from Texas, 
Mr. Kilday, whom I am sure you know quite well, made a statement 
on the floor of the House that the civil-service appointment of post- 
masters in the United States was just a fiction and certainly that is 
true. 

Mr. Duntar. We want no statutory provisions. We want it done 
strictly in accordance with the strict interpretation of the career 
civil-service laws. We do not want any special provisions requiring 
Senate confirmation or anything like that, because I do not believe it 
would accomplish our purpose at all. 

Mr. CanrFieEtp. Personally, I favor the program, and I believe it 
would be a step in the right direction, but I would not want to see it in 
any way patterned after the Post Office Department set-up in refer- 
ence to the mechanics employed in that Department. 

Mr. Dunuap. Mr. Canfield, we would certainly need to see it 
before it could be patterned after it, and before legislation which 
would have to be passed by the Congress establishing such a system, 
and we certainly would not favor it. 

Mr. Canrievp. And, after hearing statements made by our former 
colleague, Mr. Ramspeck, who is now head of the Civil Service Com- 
mission, I am quite certain that he would not stand for or promote 
in any way such a program. 

Mr. Duntar. No, sir; that is correct. You might be interested 
in knowing that I worked very closely with Mr. Ramspeck in the 
preparation of the Ramspeck Act, assisting him in his work in trying 
to get it through the Congress. In fact, there were many of my 
ideas embodied in that, and the first time I met with Mr. Ramspeck 
on that was on a visit in Fort Worth, Tex. 

We later met in California and then I came to Washington and 
conferred with him at great length, as well as other members of his 
committee, on the passage of that bill, and it has been my feeling all 
the way through that our civil-service laws should be strengthened 
rather than weakened by special provisions. 


APPROVAL OF PLAN RECOMMENDED 


Mr. Canrrevp. At this point I would like to read a brief note from 
the Legislative Daily of the Chamber of Commerce of the United 
States, dated Tuesday, January 22, 1951, and captioned ‘Internal 
revenue”’: 

Chairman Ramspeck of the Civil Service Domission urged the House Expendi- 
tures Committee to approve President Truman’s Internal Revenue reorganiza- 
tion plan because, under the present system, the job of tax collectors “is to play 
politics and that’s what they do.” He said the Government “cannot afford 
patronage jobs” of that type. The Citizens Committee on the Hoover Report 
sharply criticised the administration for submitting the plan “after the pot has 
boiled over’’ but said that its adoption would be “a major step toward efficiency 
and economy in the Federal Government.” 

General, when Secretary Snyder was before us last week, he stated 
to the committee that the Inspection Service vou plan in connection 
with this program would be on a rotating basis and not patterned after 
the present Inspection Service in the Post Office Department, where 
year after year the inspectors live in one locale. 

Mr. Snyder was quite emphatic on that point. Are you inclined to 
agree with him? 
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Mr. Dunuap. Absolutely. 

Mr. Canrieup. General, have you perchance read the statemey: 
made yesterday by Senator Kefauver, who is chairman of the Senate 
Crime Committee, in connection with his announcement for tho 
Democratic Presidential nomination, and his reponses to reporters? 

Mr. Dunuap. No, sir; I have not. 

Mr. Canrietp. He emphasizes that he does not believe the adminis- 
tration is doing enough to clean its house of scandals 

While you indicated yesterday that it has been physically impossil)|o 
for you to work up any figures indicating possible economies in the 
new program, it is definitely your personal belief that such can and 
will be effected over a period of time? 

Mr. Dunuap. Yes, sir; very definitely. 


WAGERING PROVISION OF INTERNAL REVENUE LAW 


Mr. Canrie.p. Your testimony emphasizes vour original opposition 
and the Treasury Department’s original opposition to the new wager- 
ing provision of the internal revenue law, and your feeling that returns 
will not be anywhere near those anticipated by the sponsors of the 
provision. T have talked with some of your own men and others, and 
they seem to have a question in their minds as to whether returns will 
equal the amount you have in mind to pay out to your thousands of 
new agents directed to this onerous undertaking. What do you say 
on that point? 

Mr. Dunvap. I cannot speak for the Treasury Department, because 
I was not here when that was going on. 

Mr. Canrietp. Am I right in stating that vesterday you said you 
did not favor this proposal in the first instance? 

Mr. Dunuap. That is correct. 

Mr. Canrretp. And of course you emphasized how difficult the 
passage or enforcement was to be. That is why you are asking for 
these 4,000-plus new agents? 

Mr. Dunutap. That 4,000-plus includes the necessary supporting 
clerical personnel. 

Mr. Canrie_p. The agents and personnel. 

Mr. Dunuap. Yes, sir. As to the other, I firmly believe that we 
can make it pay it’s way, but that it will not produce the tremendous 
amount of revenue estimated by the sponsors of the bill. 


NEED FOR REORGANIZATION LEGISLATION 


Mr. Canrievp. If the Congress should, perchance, reject plan No 
1—and I certainly hope the Congress does not reject that plan—have 
you given any thought to any reorganization which might be carried 
on under legislation now in effect, or possibly an alternate plan? 

Mr. Duntapr. I feel this way, Mr. Canfield: That the plan as we 
have presented it to you is such a major undertaking that we shoul: 
not undertake such a thing without congressional knowledge and ap- 
proval. 

The Bureau has gone along quietly for the past few years and has 
decentralized itself and adopted procedures, and we have done ever) 
thing we can leading up to the final picture that we presented yester- 
day. 
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Now, there is very little left that we can do as long as the statutory 
offices of the collectors intervene, because I would hesitate to try to 
combine our field offices under the present system of collectors, and 
that is the only way we could do it, because of the fact that you have 
highly trained technical people of equivalent grades who would have 
to be absorbed in a central office under somebody’s direction, and I 
just do not believe it would be the wise thing to do, to put into the pres- 
ent collectors’ set-up. 

In other words, it is the only stumbling block that would keep us 
from putting the whole thing into effect. There are some parts of this 
plan that you have described that are under way, and that we are 
accomplishing, the Inspection Service being the outstanding example. 
That would go ahead anyhow, but other than the Inspection Service, 
I do not think we could streamline and make the other major changes 
described in the plan. 


HANDLING OF TAX FRAUDS 


Mr. Canrrevp. In reference to cases involving tax frauds, General, 
it was explained to this committee a few years ago that when a tax 
fraud or an apparent tax fraud was uncovered by a special agent, it 
passed through the following hands on its route to trial: 

A regional attorney, a reviewer in the field, a regional counsel in the 
field, the Penal Division in Washington, Chief of the Intelligence 
Unit, Chief Counsel of the Bureau, the Commissioner, the Attorney 
General, the Assistant Attorney General in charge of the Tax Divi- 
sion, and the United States district attorney in the district in which 
the case was to be tried. Is that still pretty much the routing? 

Mr. Dunuap. No, sir. That was changed a very short time ago, 
a few weeks back. 

It was necessary to work out an agreement between the Treasury 
Department and the Department of Justice as to the changes in pro- 
cedures, but we now refer our fraud cases to the Justice Department 
from the local level. 

After our special agent-in-charge and the representative of the chief 
counsel’s office in that area agree that the case should be prosecuted, 
they transmit it directly to the Department of Justice and eliminate 
all those reviews above that that you have mentioned. 

In such cases, they never come to Washington; I mean, in the 
Internal Revenue or Treasury line. 


STATUTE OF LIMITATIONS 


Mr. Canrietp. Do you have any figures, General, showing how 
many cases have become outlawed because of the statute of limi- 
tations, before the cases could be brought to trial, but after they had 
been worked up by a special agent? 

Mr. Duntap. No, sir, I have not; but I would like to call your at- 
tention to the fact, and I am sure you are familiar with it, that the 
outlawing of the case for prosecution does not outlaw the case from a 
civil collection standpoint. They are never outlawed from that 
standpoint where fraud is involved. 

There is another thing that possibly needs clarifying. 
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I know that when some of the testimony was given before Mr. 
King’s committee, the point was not brought out, and I am anxious 
that everybody understand it thoroughly. 

In working up a criminal fraud case, we try to avoid going to the 
taxpayer and asking him to do something which would strengthen the 
Government’s hand. That means that we do not like to go to them and 
ask them to sign consents waiving the statute of limitations in any 
year, because we are asking him to do something that is detrimental 
to him, and might react in having the case thrown out of court. Usually 
those cases involve from 4 to 5 years of taxes. We do what we think 
is a perfectly logical thing: In making our examination, we determine 
which of those years presents the strongest chance of securing a con- 
viction. In reference to that process, let us say the years covering 
1942, 1943, 1944, and 1945 are involved and it looks like 1944 js 
our strongest vear. 

We get all the facts that allow us to set the tax liability as to 1942 
and to 1943. We do not care whether we have limitations for criminal 
prosecution or not for those years, because he is going to be prosecuted 
on 1944, so some of the limitations that we have allowed to run out 
on fraud years, goes right back to that, that we do not want to go to 
the man to get a consent. We are concentrating on the outstanding 
and best provable year, but that point was not brought out sufficiently 
clearly, and neither was the point that limitations never run on the 
tax liability involved, which is collected regardless of whether the 
man is prosecuted on those years or not. 


PENDING TAX FRAUD CASES 


Mr. Canrretp. Do you know how many tax fraud cases are now 
pending in the Department of Justice? 

Mr. Duntap. The latest figure we have is 1,291 cases involving 
1,547 defendants. This is as of December 31, 1951. 

Mr. CanrieLtp. Do your figures indicate the date of reference of 
the one that has been in the Department of Justice the longest period 
of time? 

Mr. Dunuap. No, sir; we just have numbers here. We can furnish 
the committee anything they want on that line. 

Mr. CanFietp. Please do so. 

(The matter referred to follows:) 

A cursory examination of the records of the Chief Counsel’s office discloses 
that the oldest case pending in the Department of Justice dates from August 1948 
and that the oldest case, except fugitive cases, pending with United States at- 
torneys, dates from March 1947. 

Mr. Canrietp. Will you tell us how many are pending in the Coim- 
missioner’s office awaiting reference to the Department of Justice? 

Mr. Dunuap. That figure is 635, that is, as of December 31, 1951. 
Those figures will go very much up and down. That is a figure which 
will not appear any more except for control purposes because we will 
not have those cases any more. They will go directly from the field 
offices. 

I might add, Mr. Canfield, that there has been a tremendous jump 
in the number of cases referred to the Department of Justice in the 
past few months, due solely to this racketeer drive that we have dis- 
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cussed so completely. We have an agreement with the Department 
of Justice that except in exceptional cases, where the things have to 
come back for development of further evidence or something, they will 
only be over there 60 days, which is a very marked step forward. 

We can put this table in the record, if you would like, sir. 

Mr. CanrFietp. I would like that, Mr. Chairman, and I would also 
like to have inserted in the record the table akin to that that appeared 
on page 553 on the hearings on the 1948 bill, showing the number of 
eases pending in the Chief Counsel’s office on fraud matters, and the 
number forwarded to the Department of Justice from 1940 to date. 

Mr. Duntar. We will prepare that and deliver it to you. 

Mr. Gary. The tables will be inserted in the record at this point. 

(The tables referred to follow:) 


Cases referred to Department of Justice by months, 1951 


August 

September 

bo | tS eae eae ate aS ER te 
November. _- ~ 

December 








1940 
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1942 


| eR 
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Fiscal year 


| 
Inventory of | 
penal cases | . 
| _in Chief 
| Counsel's | 
| 
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office (in- 
| cludes cases | 

pending in 

Justice)! | 


798 | 
877 

938 | 
615 | 
554 | 
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Cases re- 
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| Department 


Fiscal year 


of Justice 
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218 || 

216 Soke 
178 || 1950... 
124 |] 1951. 


| Inventory of | 
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| inChief | Cases re- 
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pending in 
Justice)! 


eM 165 || First half 1952.____-__| 
ae 845 | 277 |, | 





1 Inventory for years 1940 to 1948, inclusive, includes cases involving miscellaneous law questions. (Rec- 
ords do not permit segregation.) 


PERCENTAGE OF CONVICTIONS 


Mr. Gary. What percentage of convictions do you have in those 
cases? 

Mr. Duntap. The percentage of convictions of those that finally 
go to trial is very, very high. It is 96.56 percent over the last 5 years. 

Mr. Gary. Of those that go to trial, but what percentage of them 
vo to trial? 

Mr. Duntap. There again I would want to verify that. 

Mr. Gary. Will you insert in the record at this point a statement 
showing the percentage of cases which are referred to the Department 
of Justice on which there are actual convictions? Please break down 
the figures for 1 year to show the disposition of the cases that are 
referred to the Department of Justice. 

Mr. Duntap. We will be happy to do that, ves, sir. 

(The matter referred to follows:) 

The Chief Counsel’s office does not maintain a check list to trace prosecutive 
action on each case. However, the following table will show an over-all picture 
for the fiscal years 1948 to 1951 inclusive: 











Depart- 
a: ment of Dis- 
ferred to | Justice | taicted missed 


- | declined or nolo 
a oy to prose- | (Cases) prossed 


Justice ‘conan ) (cases) 


Fiscal year 





867 108 
819 191 
503 180 
515 59 





























Mr. Duntap. I thought we had all the figures we would need, but 
that is one we do not have with us, but we will have it prepared and 
submit it immediately. 


TAX FRAUD CASES REFUSED 


Mr. Canrretp. General, Commissioner Nunan in 1947 advised us 
that he had found Federal judges who had refused to hear some tax- 
fraud cases. Have you ever found that condition to exist? 

Mr. Duntap. Not to my personal knowledge; no, sir. I have 
found that different judges in different parts of the country look on 
the trials of fraud cases in different lights, but I have also found that, 
in the last few years, the decisions, as handed down by the judges; 
indicate that they are taking a far more serious view of the tax-fraud 
angle than heretofore. 

Mr. Canrietp. Now, I want to ask a few questions about some 
tax fraud cases that received considerable newspaper publicity and 
comment a few years ago, but in which the ultimate disposition, as 
far as the Bureau is concerned, is not too well known. 

In January 1947, one Joe Fay was tried in the Federal court in 
Newark, N. J., for income-tax fraud. He was acquitted and the 
then Attorney General, Tom Clark, called the acquittal, “‘a damned 
outrage,’ ordering an investigation of the United States attorney in 
Newark. 

The then General Counsel of the Treasury Department, Mr. J. J. 
O’Connell, testified here before this committee, of his “amazement at 
the acquittal” and stated that if the Department of Justice could not 
obtain another indictment and so reported to the Treasury—‘‘we 
would then proceed civilly against the man, because he owes us taxes.” 

Did you proceed civilly in that case? 

Mr. Dunuap. That is a question, sir, that we would have to furnish 
the answer to after we check the files in the case. 

(The matter referred to follows: ) 

In reference to the case of Joseph 8. Fay, Newark, N. J., the Bureau proceeded 
civilly to collect the additional tax liability determined to be owing to the Govern- 
ment. The taxpayer has filed a petition with the Tax Court contesting the Govern- 
ment’s determination in part. This case is now pending before the Tax Court 
(Docket No. 8730). 

Mr. Duntap. I might say this at this point, that: The acquittal of 
a defendant under fraud charges does not relieve him of the tax 
responsibility. We hold to the contention that he is still liable, the 
civil liability, including the civil fraud penalty, even though the court 
says he is not guilty of the criminal charges. 
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Mr. CANFIELD. Will you then bring us up to date on that particular 
case? 
Mr. Duntap. Yes, sir; we will be happy to do so. 


GOULD CASE 


Mr. CANFIELD. On May 3, 1945, one Robert Gould of Cincinnati, 
Ohio, was sentenced to serve 6 years and fined $240,000 for OPA 
violations, in a case in which the Alcohol Tax Unit played a prominent 
role. 

General Counsel O’Connell advised us that, in view of the 6-year 
sentence for OPA violations, the Bureau of Internal Revenue decided 
not to recommend his prosecution for evasion of income taxes and 
proceeded to determine the civil liability for income taxes. 

There was then a considerable sum owing to the Government. Will 
you also bring us up to date on that particular case? 

Mr. Dun ap. Yes, sir. 

(The matter referred to follows:) 

In reference to the case of Robert Gould, Cincinnati, Ohio, referred to by Mr. 
Canfield, the civil side of the case was closed upon payment by the taxpayer of 
his full liability (which was a sizable sum). 

Mr. Dunuar. That case had an interesting sidelight, with which 
I am very familiar because as to one of the men in that Gould ring, 
the case against him was worked up and prosecuted in my own 
district, and that particular defendant was sentenced to the heaviest 
penitentiary sentence ever given an income tax law violator. It was 
rather a historical trial, and I might say, sir, that when the Federal 


judge in that case was new, he did not believe in heavy sentences for 
income tax violations, and was very lenient. 

That same judge, a few vears later, handed down the heaviest 
sentence that was ever assessed up to that date, for income tax 
violation. I believe it was 8 years. 


TAX COMPROMISES 


Mr. CanrreLp. Coming now to tax cases which are compromised, 

or where civil action is taken, the General Counsel of the Treasury 
in the 1948 bill hearings, outlined for us the procedure followed in 
compromising tax cases within the Treasury Department. 
_ He stated at that time that tax compromises were handled by the 
Commissioner of Internal Revenue, subject to the approval of the 
Secretary of the Treasury, but there were four Treasury officials, 
one of whom was the General Counsel, who were authorized by law 
to act in tax compromises, for the Secretary, when so delegated. Is 
that still the situation. 

Mr. Dunuap. I could not answer that one offhand either, without 
checking. 

(The matter referred to follows: ) 

Section 3761 of the Internal Revenue Code requires the acceptance of offers 
in compromise to be approved by the Secretary of the Treasury, the Under 
Secretary, or any Assistant Secretary of the Treasury. The same section also 
requires the General Counsel for the Department of the Treasury to place in 
the file his opinion showing his reasons for the action taken. The responsibility 
for the placing of the legal opinion has been delegated by the general counsel 
to the chief counsel. 
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Pursuant to Reorganization Plan No. 26 of 1950, the Secretary by Treasur ry 
Department Order No. 124 dated August 22, 1950, delegated his functions in 
respect to the acceptance of offers in compromise to the Commissioner of Internal 
Revenue in cases in which the unpaid amount of tax (including any interest, 
penalty, additional amount or addition to the tax) is less than $500. 

Mr. Duntap. I do not know since Reorganization Plan No. 26, 
whether the Secretary delegated that or not, ‘but I feel almost certain 
that he has. There ‘has been so much misunderstanding about how 
compromises are handled that possibly you would like me to give you 
a brief sketch of it. 

Offers in compromises fall into two categories: One based on the 
taxpayers inability to pay, and another one based on the fact that the 
taxpayer contends the assessment was illegal. 

They are two different types and have to be considered from two 
different angles. 

Most of them are based on the inability to pay. Those offers in 
compromise are submitted to the collector of internal revenue upon 
whose books the account appears. The collector is required to make 
a recommendation whether or not it should be accepted in all cases 
where the amount is not in excess of $2,000 and in the case of returns 
which he audits, regardless of the amount of liability. In other cases 
the collector merely turns over that side of the offer and says he will 
withhold recommendation until the investigation is completed. 

The offer then goes to an internal revenue agent-in-charge, com- 
pletely separate and apart from the collector’s office, and it is investi- 
gated by a competent internal-revenue agent, whose sole job is to 
determine whether or not the man’s assets are such that the Govern- 
ment can recover the full amount of the taxes or, if not, how much 
could the Government recover by forced collection proceedings. 

He will then make a recommendation on his findings that the offer 
either be rejected, increased, or accepted, and then the offer is sent 
over to our technical staff and there the attorneys in the technical 
staff call in the taxpayer and they go completely through all of the 
history of the case and they recommend to the Commissioner whether 
in their opinion, the offer should be accepted. 

Now, in the supporting documents that come in, of course, thie 
man’s entire financial picture is there, and they are accepted in those 
inability-to-pay cases only when the Government has become con- 
vinced that they cannot get a dime more through forced-collection 
proceedings. 

The legal end of it, of course, is sometimes based on illegality of the 
assessment. That is something else, and sometimes you have to go to 
the courts. 

BACKLOG OF CASES 


Mr. Canrretp. General, is there any backlog of cases before the 
United States Tax Court? 

Mr. Duntap. Of course, you are talking beyond my jurisdiction, 
but I will say from personal knowledge that there is a considerable 
backlog of cases before the Tax Court. I believe they have before 
them 9,405 cases. 

Mr. Canrreip. Can you tell us how many were tried by the Bureau 
before the court in 1951, and how many are now pending in the Bureau 
awaiting reference to the court? 





487 


Mr. Dunuap. That is something, wherein the only thing we can 
tell you is where we have offered the taxpayer the opportunity to go 
to court. Whether they are going to go or not is something else 
again. 

Mr. CANFIELD. You can have that inserted? 

Mr. Dunuap. Yes, sir. 

Mr. CanFie.p. Will you tell us also how many Bureau attorneys 
are engaged in presenting cases to this court? 

Mr. Dun ap. I think we would have to break that down for you, 
sir. You are referring, I am sure, to the trial attorneys? 

Mr. Canriexp. That is right. 

Mr. Dun tar. We will supply that for you. 

(The matter referred to follows:) 

Cases pending before Tax Court (not tried) as of Dec. 31, 1951_.._______ 9, 405 
Cases tried during fiscal year ended June 30, 1951____-__..__-___________ 1, 023 
Cases tried during calendar year 1951 es) on: eee 
Number of attorneys trying cases before Tax Court as of Dec. 31, 1951... = 152 


SUPERVISORS REPORTS 


Mr. CanrFievp. General, is the procedure of having reports made 
by the supervisors with submission to Washington still being followed? 

Mr. Dunuap. Yes, sir; of course, that would be assumed by the 
new Inspection Service, but the detail reports come to Washington 
for review and are reviewed now by the chief inspector. We have 
radically strengthened the requirements in that regard, within the last 
few months. 

Our new chief inspector has compiled a complete new manual which 
materially strengthens the provisions, and the reports that we are now 
getting under the new system are much more comprehensive and much 
more detailed and pull fewer punches than the old one did. 

Mr. Canrievp. Is it correct, General, that in the case of employees 
marked ‘Unsatisfactory’ in the supervisor’s report the collector can 
either intercede for the man or possibly give him a higher rating on the 
next civil service efficiency rating report? 

Mr. Duntap. As to the employees marked ‘Unsatisfactory’ on a 
supervisor’s report, that has nothing to do with their efficiency rating. 
The efficiency rating is not given by the man’s immediate superior. 
If a supervisor reports that an employee is, in his opinion, unsatisfac- 
tory, the collector has a right, if he differs from that opinion, to give 
his side of the case, and, of course, in all those cases the employee is 
warned that his services are unsatisfactory, and unless he improves 
by the time it comes to making the efficiency report, the collector may 
very well go along with the recommendation. The collectors usually 
go along with the recommendations that are made. 

Mr. CanFIELD. On March 31, 1947, the Bureau in Washington 
received a report from a supervisor of accounts on the collector’s 
office at Little Rock, Ark., in which the Bureau supervisor indicated 
that the office as a whole cannot be rated better than in a fair condi- 
tion, despite the fact that there was some improvement since the pre- 
vious examination, which comments indicate that this was not the 
first bad report on that office. 

The report indicates that there were six administrators on the staff, 
one of whom “has a weakness for strong drink.” The Bureau advises 
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that the weaknesses of five administrators were not such that cou 
be used in civil service charges, and that the one which “has a weak- 
ness for strong drink’ was transferred from field service to office work, 

Here we have five employees that the Bureau itself feels are weak. 
They are not contributing to the efficiency of the service, yet civil 
service charges cannot be sustained. How, if at all, will such a situa- 
tion be improved under the new plan, that so many of us are support- 
ing? 

Mr. Duntap. I am sure that what the Commissioner had reference 
to at that time was that under the existing rules of the Civil Service 
Commission, a man must have an unsatisfactory efficiency report 
submitted by his superior which the Civil Service people can sustain. 

You know, they quite often reverse those things on hearings before 
them, or did, under the old procedure. They do not do that any more, 
except in the case of a veteran. But, there again, sir, you are faced 
with a problem which I think is cured in this plan. There is no way 
to force a politically appointed collector to take any action along the 
lines of grading some favorite employees as they should be graded, 
and other than he thinks they should be graded for local purposes. 

Of course, with the political angle of the thing cured, that govs 
right out the window. 

I think you will find, if you check, that we now have a man in charge 
of the Arkansas office who is an outstanding internal revenue carcer 
employee. He has done an excellent job, and I think the Arkansas 
oflice is in first-class shape. I know personally the man who was re- 
ferred to there as being addicted to strong drink, and he was. He was 
the chief field deputy in that office. He was transferred to the office. 
He joined Alcoholics Anonymous, snapped out of it, and completely 
got away from the use of hard liquor, and is a very valuable employee 
in that office today. The comment was true, no doubt about it, but 
I would like to call your attention to the fact that it has been corrected. 


DESTRUCTION OF RECORDS 


Mr. Canrre.tp. In May 1947, General, two employees in the collec- 
tor’s office at Newark, N. J., were discovered to have been destroying 
returns and records in order to keep up with their quota of work. 
You may recall that they were flushing these returns down a sewer 
drain. Strange as it seems, this destruction of documents was not 
discovered for 3 months, and these 2 girls, both of whom had received 
good efficiency ratings during the period when they were destroying 
returns, were naturally suspended by the Bureau and discharge 
2 months later. 

Since then, has the Bureau found any evidence of other employees 
using destructive methods or other subterfuges to maintain work 
quotas? 

Mr. Duntap. No, sir; and, since that occurrence, with which I am 
familiar only because I read it in the committee’s report, steps have 
been taken to insure that things like that just do not happen an) 
more. 





489 


LOYALTY OR SUBVERSIVE LEANINGS 


Mr. CanFIELD. General, the Treasury’s Director of Personnel testi- 
fied before us in 1947 that— 
there were several employees in the Bureau of Internal Revenue who were dis- 
missed during the trial period primarily because of communistic leanings. 

How many charges regarding loyalty or subversive leanings have 
been made against Bureau employees during the past year, if any? 

Mr. Dunuap. We would have to provide you those figures, but I 
personally do not recall any. We think we have gone down the line 
pretty well in that regard. I know we did in the field offices, because 
being a field officer in charge I know how it was handled, and I do not 
recall that there have been any in the past year—but there may have. 

Mr. CanFriEcp. If there were any will you indicate whether hearings 
were held, what action was taken, and the result? 

Mr. Duntap. Yes, sir. 

(The matter referred to follows:) 

During the fiscal year ended June 30, 1951, and during the calendar year 1951 
there were no charges of disloyalty or subversion placed against any employee of 
the Bureau of Internal Revenue. 

Mr. Duntar. We are pretty proud of that. When that loyalty 
program went into effect, the Treasury Department went right down 
the middle on that. 

EMPLOYEE AWARDS 


Mr. CanFretp. At the close of World War IT there was an Execu- 
tive order granting awards to the Federal employees suggesting 
economies in their field of endeavor. How many employees of the 


Bureau of Internal Revenue have received such awards, and is this 
program still in effect? 

Mr. Duntap. Very much, and we are encouraging it every day. 
It has received our constant attention and our employees are advised 
every so often to submit everything they can think of. The program 
is kept on every bulletin board in the service, and we think the pro- 
gram has been highly successful and many of our improvements in 
the past few years have been as a result of some very fine suggestions. 

During the fiscal year ended June 30, 1951, 1,698 employees’ sug- 
gestions were received, and 329 were adopted. ‘This represents a 
decrease of 904 from the number received and 507 from the number 
adopted during the fiscal year 1950, because, naturally, as these 
improvements are suggested and adopted, the field becomes more 
narrow, but estimated monetary savings from all adopted suggestions 
to date are $655,218. 

This amount, which represents computations of the savings accruing 
during the first 12 months of operation under the adopted suggestions 
that can be given a monetary value, cannot be allocated on either a 
fiscal or calendar year basis. It is a continuing thing, of course. 

We have the tables here that illustrate the number adopted and the 
number suggested, which is very interesting. If you would like to 
have that particular table inserted, of course we would be happy to 
do so. We think it is a highly successful program and bas paid big 
dividends. 
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Mr. Gary. I do not think it is necessary to put that i in the record 
if you furnish the committee with a copy of the table so it will be 
available to the members. 


COLLECTORS ASSOCIATION 


Mr. Canrrevp. General, when this subcommittee learned about 
some difficulties up in Boston in 1948, and called down here the 
collector, Mr. Delaney, and 11 or 12 members of his staff, for hearing, 
he told us, among other things, that he was president of the Internal 
Revenue Collectors’ Association of the United States. When as 
chairman of the committee at that time, I asked him to describe that 
organization, he said it was sirictly a fur-lovir ¢ group. 

Now, when you were collector in Texas, were you a member of that 
association? 

Mr. Dunuar. I was automatically a member of it by virtue of 
being a collector, but it never had any meetings the whole three years 
that I was ac ting collector or collector. 

Mr. Canrievp. It is reported that they had a meeting in Washing- 
ton in 1947 and discussed at that meeting the Kramer case, the case 
of the collector in Hartford who got into trouble for political ¢ hicaner y, 
and that it was at that meeting, ‘I believe, that the collector in Boston, 
then president of the association, wrote Matt Connelly, at the White 
House, asking him if he could not help poor Frank up in Hartford, 
that, after all, Frank was guilty of no crime, he was doing what comes 
naturally, and later there was some reference to “playing a good posi- 
tion on the ball team.” 

I am sure that you never took part in any such discussions:and would 
not countenance any activity of that kind, and I am going to ask 
you this question: Is that organization still a going organization? 

Mr. Duntap. In my opinion, Mr. Canfield, it really never was a 
going organization, except just in name. The collectors, as I under- 
stood it, paid $25 a vear dues in there and that the only time they ever 
met was when the Commissioner had them in here for a formal con- 
ference on internal revenue problems. 

Mr. Canrietp. May I say, in passing, too, right here, that the 
Secretary of the Treasury, Mr. Snyder, told us last week that he had 
never heard of the organization. 

Mr. Duntap. That is entirely possible, because, as far as I know, 
it has been a highly inoperative thing, and about the only thing that 
' know of that they have ever done was to take the funds that came in 
and give appropriate presents as they saw fit to some retiring official. 
That has been their main activity. 

It is my understanding it is in the process of dissolution, and, 
whether it is or not it would be automatically dissolved under this plan. 

Mr. Canrrexp. I hope the collector in Boston, if he had anything 
to do with the handling of those funds, handled them better than he 
did the March of Dimes funds. 

Mr. Dunuap. He did not have anything to do with that. He was 
not the treasurer. I heard rumors to the effect of such a letter, but 
I know nothing about it first-hand and I do know that the entire 
time I was a collector and an assistant collector they had no meetings. 
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Mr. CanFIELD. I want to say in fairness to Mr. Connelly, secretary 
to the President, that there was no record discovered wherein he made 
any reply whatever or took any action of any kind responsive to Mr. 
Delaney’s appeal. 

Mr. Duntap. I might go further than that, Mr. Canfield, and say 
that in regard to the writing of such a letter, I do not believe any other 
collector in the country would have had the audacity to write such a 
letter, and certainly I know that at the time, I heard’a lot of comment 
that the collectors felt that Delaney was completely out of line and 
certainly exceeded his authority as president of that organization. 

Mr. Canrietp. This is a memorandum from his deputy, Mr. 
Byrnes, to his chief, Mr. Delaney, that was picked up. Incidentally, 
Mr. Byrnes is still on the job. 

The memorandum was along this line: 

Dear Curer: Here is a list of all the employees of the Boston office who bought 
tickets for the Hannegan reception. I am sure you want this for promotion 
purposes. 

Mr. Duntar. Yes; 1 believe that was in your report. 

Mr. Canrietp. Those are things that you are trying to get rid of 
in your new reform and I am with you in that. 

Mr. Dunuap. Absolutely and completely. 

Mr. CanrFre_p. This committee was advised, General, that in June 
1947, some revenue collections were not deposited until July, which 
was the next fiscal year, this requiring understatement of revenues for 
the fiscal vear ending June 30, 1947. 

Our advice indicated that this amounted to as much as $116,500,000 
not journalized by the collector of the second New York district in 
time for the inclusion in the June 1947 report. 

The Bureau did deny the size of that specific amount, but conceded 
that it was $9,000,000 held over in that district. 


HEAVY WORKLOADS 


Mr. Dunvap. Yes. Under our present procedures it is imperative, 
and it is instructed and is being carried out, I might say, that all 
receipts in any office be de ‘posited | as quickly as humanly possible after 
they come into the collector’s office. 

Now, I do not want to leave a wrong impression. If, on March 15, 
for instance, two carloads of mail hit a collector’s office, it is the end 
of March before the task of even opening the envelopes and taking 
the remittances out of them is completed. It is physically impossible 
to do it. 

Our heavy loads come quarterly—March 15, June 15, September 
15, and January 15—and we make every effort humanly possible to 
open all the mail and get them in the bank before the end of that 
month. 

Once in a while the volume may be so tremendous that a small 
amount may not be handled within that time, but I know of no such 
instance in recent years. 

Mr. Canrireip. Are the accounts of the Bureau of Internal Revenue 
given a separate audit by the General Accounting Office? 

Mr. Dunuap. Yes, sir. 
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IMPROVEMENT OF PRACTICES 


_ Mr. Canrretp. Does that Office ever offer any suggestions as to 
improvement of practices? 

Mr. Dunuapr. Yes, sir; and I believe that under a bill recently 
passed by Congress—not too recently—the entire Government ac- 
counting fiscal service is being reanalyzed at this time. Yes, they 
check our financial accounts continuously. , 

Mr. Canrietp. Are any employees of the Bureau of Internal 
Revenue, paid from Bureau appropriations, on loan to other Treasury 
offices? : 

Mr. Duntap. Not that I know of. We have frequently assigned 
employees for specific duties. We have employees right now that 
are assisting in various parts of the world, in the performance, though, 
of our duties. 

For instance, the Secretary of State or the Secretary of the Army 
will ask that people be designated to come and help their people, and 
people located in certain areas, where there are lots of American 
citizens, in filing their income tax returns, during rush periods. 

Some of our people are on the committee on practice, to admit 
accountants and attorneys to practice before the Treasury Depart- 
ment. 

We do have people that work in that committee, but, you under- 
stand, I am sure, that 999 out of 1,000 of those applicants are really 
applying for authority to practice before the Treasury so as to get a 
Treasury card, but that is what they want with it. 

Mr. Evans. May I make a comment? 

The text itself provides that our appropriation shall pay for those 
expenses in the committee on practice. That is in the text. 

Mr. Dunuap. That is the only one I know anything about. 

Mr. Canrievtp. General, may I digress at this moment, to make a 
statement about the gentleman, Mr. Evans, who has just spoken? 

I understand he has been with the Bureau of Internal Revenue for 
more than 43 years. We are always glad to see him on the other side 
of the table and we are always impressed by his sincerity and _ his 
apparent devotion to his assignment. 

Mr. Duntap. I appreciate that, and I know Mr. Evans does. | 
have known Mr. Evans a good many years, too. You are familiar 
with the fact that the Bureau recently developed its new budget and 
fiscal set-up within the Bureau to more closely and appropriately watch 
our own accounting and budget fiscal matters, and Mr. Evans, of 
course, is head of that, and organized it, and since its inception, lias 
done a remarkably fine job. 

Mr. Canrrep. He, like yourself, has been with the Bureau during 
its most turbulent period in history and he has held his own very weil. 

Mr. Evans. Thank you, sir... 


CHECK REFUND BACKLOG 


Mr. Canrie.p. General, yesterday you referred at some length to 
your refund situation. ; 

I have reference to those refund checks which are being held 10 
the Bureau because of errors of address on the part of the taxpayers, 
and so forth. 
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How far back do some of those checks run? 

Mr. Dun ap. Back to the first year, after the Pay-as-you-go Act 
was instituted. It was a major problem with us because, immediately 
after the war ended a lot of these war industries closed up in various 
parts of the country and the people who were employed just flocked 
away like quail, and the companies destroyed their old employment 
records. That is where a large number of those checks are. They 
are undeliverable because, for instance, I know in Dallas, two big 
airplane plants closed and the people just disappeared. You would 
not think that people could disappear as completely as those people 
did—and I have no doubt that seme of those checks will remain 
undelivered, but we have made a tremendous effort, all of our offices, 
to get them delivered, but we do not feel that we would be justified 
in taking deputy collectors and putting them on each individual case 
and spending maybe $50 or $200 to deliver a $5 check. We have 
done the best we could by correspondence and are continuing to do so, 

As I indicated yesterday, this newspaper idea, I think is going to 
help us a lot. 

Mr. Canrie._p. General, in closing, I want to repeat a statement 
that I have made before this committee, on the floor of the House, 
and before the public, and it is this: 

I have always been a great admirer of Secretary of the Treasury, 
Mr. John W. Snyder. I have always believed him to be thoroughly 
honest and anxious to do the best kind of a job. 

I have looked upon him as a stabilizing influence in the President’s 
Cabinet. Yet I cannot help but feel that in reference to the internal 
revenue scandals, somewhere down the line some of his subordinates 
have run out on him, and, in effect, have been disloyal, not only to 
him, but to their country. 

I have been greatly impressed by your appearance and your presen- 
tation and by what I have been able to learn concerning your back- 
ground. I think you are well equipped to occupy your office, and as 
I say that, I am mindful of the fact that you have one of the toughest 
jobs in the United States of America. The eyes of Texas are upon 
you and the eyes of all the other 47 States are upon you, more perhaps, 
than any other administrator in Government, and I wish you well, 
and I assure you that I shall cooperate with you in your endeavors as 
best I can. I want you to know that. 

Mr. Dun ap. I appreciate that, Mr. Canfield, and in reply, all I 
‘an say to you is that this is a progressive committee, and that I will 
do the best I know how. 


NUMBER OF EMPLOYEES 


Mr. PassmMan. How many employees are there in the Bureau of 
Internal Revenue at this time? 

Mr. Dunuap. You mean here in Washington? 

Mr. Passman. No; Nation-wide. 

Mr. Dunuap. It is right at 57,000. 

Mr. Passman. The Bureau has expanded rapidly during the past 
10 or 12 years, has it not? 

Mr. Duniap. Very much; ves, sir. 

Mr. Passman. With the ever-increasing population, and expanding 
Government, has that not been true in other agencies also? 
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Mr. Duntar. Yes. I think as your population expands other 
agencies will have to, also. I have not kept up too much with them, 
sir. 

EMPLOYEES DISCHARGED 


Mr. PassmMan. Did I understand you to say yesterday that only 
168 employees of the Bureau of Internal Revenue have been dis- 
charged for some degree of disloyalty? 

Mr. Duntap. Not disloyalty, sir, but for disciplinary reasons. 

Mr. Passman. A total of 168? 

Mr. Duniap. Last year, 1951, there were 141 of them actually 
separated, and 26 were suspended. 

Mr. Passman. Percentagewise, that is unusually low for the great 
number employed in the Bureau of Internal Revenue. 

Mr. Duntap. It is slightly higher than it usually runs. The aver- 
age is very low. In 1949 there were 50, in 1950 there were 40 and in 
1951 there were 141. 

Mr. Passman. Percentagewise that is far lower than you would 
find in private industry; is that not true? 

Mr. Dunuap. Yes, sir; I think that is true. 

Mr. Passman. It is much lower than you would find in any agency 
having fiscal or similar responsibilities. 

Mr. Dunuap. As I indicated yesterday, my information is it runs 
2 percent in the department stores in this city. 1 think it is remark- 
ably low. 

LESS CORRUPTION IN GOVERNMENT 


Mr. Passman. Is there any information available that would 
establish vou have any more corruption among Federal employees in 
this period than you had in any other period; in possibly the past 
20 or 30 vears? 

Mr. Dunuap. These figures themselves would indicate that we have 
separated more people, but I would say from the dishonesty angle, 
“no.” 

Mr. Passman. I mention that for good reasons. Of course, the 
newspapers have been headlining corruption in Government. Many 
of our fellow Americans are under the impression that all who are 
connected with the Federal Government are disloyal, and I have been 
told that over a period of maybe 20 or 30 vears, percentage-wise, you do 
not have any more disloyal Federal employees now than you ever had. 

Mr. Dunuap. I do not think so. 

Mr. Passman. I think there is good indication that you have less 
corruption in Government today than you have ever had, because, 
evidence so many committees. I think there are more committees 
under this administration investigating Federal employees than ever 
in the history of our country. Does the record indicate that to be 
true? 

Mr. Dunuap. Insofar as we are concerned, that is absolutely right. 

Mr. Passman. There is the McCarthy personnel committee, the 
King committee, the McCarran committee, the Kefauver committee. 
and various other committees, and I think disloyal employees can be 
readily detected. 

Mr. Dunuar. That is exactly what it has done. 

Mr. Passman. I think the public has been misinformed. 1 think 
they are under the wrong impression with respect to the number of 
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disloyal Federal employees, and I think a study of the record would 
indicate that in the past, possibly 20 or 30 years ago, percentagewise, 
you may have had more disloyal employees than you have at this time. 
’ Mr. Dunuap. Yes. I think the percentage has not materially 
changed. The difference in our accounting will possibly explain 
those differences in figures for the last 3 years. 

Prior to this year, 1951, those disciplinary cases included in this 141 
figure were handled on the local level. The collectors were allowed to 
handle those cases and the agents in charge got rid of the people in the 
field, but beginning with 1951, we have required that those cases come 
in here for a review, so that we would be in complete control of the 
thing, and know what the exact situation was, so, while I gave you 40 
for one year and 50 for another, those are the cases that were handled 
in the Bureau in those years, as compared to the 141 handled in the 
Bureau this vear. That does not mean that there possibly was not a 
141 total during the past years, because, as I say, the difference in 
the manner they were handled, would affect those figures materially. 


DISCHARGE OF COLLECTORS NOT UNUSUAL 


Mr. PassMan. Is it true over a period of vears occasionally a col- 
lector would have to be removed? That is not a new thing, is it? 
You have had to separate from the service some deputy collectors or 
internal revenue collectors. It is not a new thing, is it? 

Mr. Duntarv. Oh, no. That is not new. In an organization the 
size of the Bureau that problem is always going to be present, and 
human beings being what they are, it always will be present and it 
requires constant vigilance. 

That is the reason we are so anxious to tighten up our system, to 
give us a better method of being vigilant in that respect. 

Mr. Passman. Have you found the press cooperative in correcting 
any misstatements that have been made insefar as the impression 
left on the public, that all of the Bureau of Internal Revenue has 
gone sour? 

Mr. Dunuap. Frankly, I do not feel that they have gone out of 
their way to be very helpful in that regard. There have been quite a 
few impressions created, quite a few misstatements made, and quite 
a few very sensational charges leveled that have not been corrected in 
the publie press. 

As I indicated yesterday, however, the smaller papers over the 
country in the local communities have been very fair in that regard. 

Mr. Gary. But you did indicate that there had been some improve- 
ment recently? 

Mr. Dunuar. Oh, yes; a marked improvement in their attitude 
within the last 30 days, I would say. 

Mr. Gary. There is one item here we have not covered that will 
just take about a minute. 


ADDITIONAL TAX ON RAILROADS IN ALASKA 


Mr. Commissioner, you have another request. It is a receipt 
limitation, I believe, additional income tax on railroads in Alaska. 
It appears on page 222 of the justifications, which we will insert in the 
record at this time. 


93930-——52 32 
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(The justification referred to follows:) 
Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act $8, 000 
Supplemental appropriation for 1952 ee 


Total appropriation, 1952 8, 000 
Subtotal 8, 000 


Appropriation base for 1953 8, 000 
Increase over appropriation base for 1953 —1, 000 


Appropriation estimate for 1953 7, 000 
Increase or decrease from total appropriation, 1952 —1, 000 


Compuntonn of appropriation base with Sa agape estimate nthe 1958 





Increase or decrease 


| 

on Vy base | Appropriation esti- 
for 1 mate for 1953 

} 





Activity | | 
| Average Average! 


Average | | 
Amount posi- Amount posi- | Amount 


! posi- 





| 
| 
| tions | tions tions | 
| 
i 
| 


ORJECTIVE CLASS 





13. Refunds, awards, and indemnities. -- = | wasn] $7,000 |_....-- 








Mr. Gary. It appears that the appropriation for 1952 was $8,000. 
You are now requesting $7,000, a decrease of $1,000. Will you ex- 
plain that item? 

Mr. Dunuap. I am going to ask Mr. Evans to tell you about that. 


REPAYMENT TO TREASURER OF ALASKA 


Mr. Evans. The Bureau collects each year 1 percent of the gross 
annual income of all railroads doing business in Alaska, on the business 
done in Alaska. Those collections must go back to the treasurer of 
Alaska and be used for general Territorial purposes. The money ts 
earmarked and goes back to the Government of Alaska. 

Mr. Gary. You collect it and then pay it to the Government of 
Alaska and you are merely asking for authorization here to pay the 
money collected to the Government? 

Mr. Evans. Yes, sir. You will recall your committee asked 
year or so ago why this item was not made an indefinite appropria- 
tion? It should be. The money is earmarked and has to go back to 
the government of Alaska. In this year’s budget you will note that 
the change was made to an annual indefinite appropriation; in other 
words, so much as is necessary. That action will facilitate paying tlis 
money back. If we collect more than the budget figure, this legisla- 
tion will enable us to pay whatever we collect right back to that 
government. 

The Senate committee also asked the same question; so the com- 
mittees of both Houses have asked why this appropriation was not 
put on an indefinite basis. 

Mr. Gary. You are recommending that it be made a permanent 
indefinite appropriation? 
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Mr. Evans. An annual indefinite appropriation, and the budget 
this year provides for that. 


LANGUAGE CHANGES 


Mr. Gary. What about language changes? 

Mr. Evans. I have a statement I would like to read, Mr. Chairman, 
with your permission, 

The Bureau of Internal Revenue has sought to clarify and simplify 
the language used in its administrative appropriation text. These 
efforts are in accordance with what is understood to be the announced 
policy of the Appropriations Committee of the House of Represent- 
atives. 

The proposed language for the appropriation for 1953 has been clari- 
fied and simplified primarily by eliminating duplicating and overlap- 
ping descriptions of necessary functions of the Bureau of Internal 
Revenue, and substituting therefor the general phrase “for necessary 
expenses of the Bureau of Internal Revenue.” This language is 
believed to be sufficiently broad to provide for all the functions which 
the internal revenue service should perform, and encompasses the 
following provisions which are proposed to be omitted from the appro- 
priation language for 1953. 
in assessment and collection of internal-revenue taxes; administration of the in- 
ternal-revenue laws; discharge of functions imposed upon the Commissioner of 
Internal Revenue by or pursuant to other laws; investigations concerning the 
enrollment or disbarment of practitioners before the Treasury Department in 
internal-revenue matters; and acquisition, operation, maintenance, and repair of 
property under title III of the Liquor Law Repeal and Enforcement Act (40 U.S. 
C, 304f-m). * * * of Internal Revenue; expenses: of seizure, custody, and 
disposal of property; purchase of chemical analyses and expenses of testimony 
thereon * * * securing of information and evidence; and not tc exceed 
$500,000 for detecting and bringing to trial persons guiity of violating the internal- 
revenue laws or conniving at the same, as authorized by law (26 U.S. C. 3792). 

Deletion is proposed of language in the current year appropriation 
reading: ‘Acquisition of the foregoing 300 passenger motor vehicles 
insofar as possible to be from automobiles seized in accordance with 
law in lieu of purchase, and in addition, the Bureau of Internal 
Revenue may utilize, not to exceed 20 passenger motor vehicles ac- 
quired through seizure as provided by law.” In order to maintain 
its present fleet of official cars in suitable operating condition, it will 
be necessary for the Bureau to replace 300 cars in each of the fiscal 
years 1952 and 1953. The cars to be replaced are unserviceable, un- 
safe, and uneconomic to operate, and their replacement will meet the 
standard mileage and age requirements established by the Bureau of 
the Budget. The Bureau has for several years past obtained and will 
continue during the current and ensuing fiscal years, to obtain as 
many as possible of the replacements from automobiles seized in ac- 
cordance with law. It is possible that as many as 175 of the necessary 
300 cars may be secured from this source in 1953, leaving a net total 
of 125 cars which, if obtained at all, must be purchased from appro- 
priated funds. Therefore, since the Bureau will, as far as possible, 
obtain replacement vehicles from seizures, authority for which is 
contained in title 3 of the Liquor Law Repeal and Enforcement Act, 
the appropriation limitation of 125 cars is necessary for and will be 
applied solely to the purchase of automobiles. 
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The last clause of the above-quoted language concerning utilization 
of 20 additional cars to be acquired thr ough seizure will be unnecessary 
in the 1953 appropriation text, as the Bureau does not propose to 
increase its fleet of official cars ‘beyond its present strength of 1,380. 

Mr. Sreminski. Have you notified the Coast Guard, sir, and the 
Customs, of the bootlegging traffic that seems to be on the rise in 
New York and New Jersey? 

Mr. Dunuar. We have been talking about that considerably. 

May I make a statement at this point, Mr. Gary? 

Mr. Gary. Yes. 

EMPLOYEE MORALE 


Mr. Dunuap. I would like to tell the committee that I am highly 
gratified by the performance of our very fine field people throughout 
this trying period. 1 know that you would be interested to know that 
they are going right ahead and, in my opinion, they have done a 
remarkably good and outstanding job under very, very trying circum- 
stances, within the past few months, and I want the committee to 
know that I, as the Commissioner, deeply appreciate the attitude of 
all the employees in the internal revenue service. I thought you would 
be interested in knowing that they have exhibited such a spirit. 

Mr. Gary. Mr. Commissioner, I want to say on behalf of the 
committee, that I personally—and I believe the other members of the 
committee share my view—have been highly gratified at your testi- 
money before this committee. 

The entire Nation was shocked by some of the exposures that 
have been made in connection with the Internal Revenue Bureau. 
That, in my judgment, above all agencies, is one that should be kept 
free of any dishonesty and also should be kept free of politics. 

I speak with some knowledge along that line because at one time 
I had the privilege of serving as the head of the tax system of Virginia. 
As counsel and executive assistant, to the Virginia State Tax Board, 
which was an ex officio board, I was its executive officer, charged with 
supervision of the administration of the tax laws of Virginia. 

I know it is a difficult task, and I know that it is difficult to keep 
politics from creeping in, but I have been gratified at your attitude 
and approach toward this whole situation. 

Frankly, I am glad to see that conditions are not as bad as the press, 
in some instances, have depicted them. 

When the record is reviewed from a percentagewise basis, the Bureau 
is not as vulnerable as some of our business organizations, and I think 
when businessmen, who have had experiences with misconduct in 
their own organizations, are given the facts they will realize that, after 
all, the human element is involved in your operations and that you 
cannot select 57,000 employees without getting some bad ones in the 
lot. 

However, it is very gratifying to note your approach to the entire 
problem, and I want to say to you that this committee stands ready 
at all times to cooperate with you to the end of making the Inte rnal 
Revenue Bureau the best Bureau in the Federal Government. 

Mr. Duntar. We deeply appreciate that and, of course, we all 
appreciate the time and attention you have given our problems, and 
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we are highly gratified at being able to be here and answer any ques- 
tions that you had to ask us. : 

Mr. Gary. We will reconvene, then, at 2 o’clock this afternoon, 
gentlemen. 


THURSDAY, JANUARY 24, 1952. 
OFFICE OF THE TREASURER 


WITNESSES 


MRS. GEORGIA NEESE CLARK, TREASURER 
WALTER L. FUNK, BUDGET OFFICER 
W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


SALARIES AND EXPENSES 


Amounts available for obligation 


1951 actual | 1952estimate | 1953 estimate 


Appropriation or estimate...........-...--..-...-........---.} $5,175,000 | $20, 600, 000 $21, 500, 000 
Proposed supplemental due to pay inereases________- : | 349, 000 ein ae! 
Reimbursements from other accounts. _.....—- “e oak 79, 840 87, 430 | 85, 330 

Total available for obligation AO Pind Bees i 5, 244, 840 21, 036, 430 21, 585, 330 
Unobligated balance, estimated savings ......-...-.-- —352, 356 eae: LET eee 


Obligations incurred _- . | 1, 902, 484 21, 036, 430 21, 585, 330 
Comparative transfer from ‘ Misce | 
ere enartment”’ ........-.4.se0es N 600 


BEE OMGOS Sob gc acon ssanguausuaeesuiacscos] 4,903, O84 21, 036, 430 | 


Obligations by activities 





Description 1951 actual 1952 estimate | 1953 estim 


Direct obligations 


Processing checks, deposits, and claims...........-..2-.-- .| $3, 243, 065 $3, 376, 470 | $4, 340, 998 
General banking services... .....-.-.--..----.-- : af 304,079 | 16,170, 221 | 15, 712, 449 
PiammnErTRIe OU UUTTONOT. oo occ dcoscuendsancdabasscocseynal 481,315 | 542,176 | 590, 219 
. Maintenance of Treasurer’s accounts. ...........--.-- : 363, 224 | 398, 256 | 396, 964 
. Payment and custody of securities....-........-....--.----| 334,461 | 6 357, 728 
eee ea eee cake 97, 100 2: 101, 642 


ee 


~~ 


A OE ODUGOTAONE ok ncn cn cubntebandeusnewcaenen , 823, 244 | , 000 | 21, 500, 000 


Obligations payable out of reimbursements from other accounts 


1. Processing checks, deposits, and claims...........-.---.-...- 79, 840 87, 4: 
Total obligations. .......- REAPS ERS SNE se Be Rae ateisnaes 4, 903, O84 | 21, 036, 4° 
| 
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Obligations by objects 





Object classification 


1951 actual 


1952 estimate 


1953 estimat; 





Summary of personal services 


Total number of permanent positions 
Full-time equivalent of all other positions 
Average number of all employees 


Average salaries and grades: General schedule grades: 


Average grade 


Personal service obligations: 


01 
03 
04 
05 
06 
07 
08 
09 
15 


Permanent positions ___-_---- _ 

Part-time and temporary positions cttw ay SR S ewteee 
Regvlar pay in excess of 52-week base 

Payment above basic rates 


Total personal service obligations 
Direct obligations 


NO ATE OL AA TTL IE 
Travel =. 
Tre ansports ition of things_- ORCS MEINE Ras : 
Communication services.....-.-.-.- 
Rents and utility services__- 
Printing and reproduction: 
Currency 
Other 
Other contractual services. ----.-- 
Supplies and materials___- 
Equipment-.-_--- pmaimieieinans 
Taxes and assessments....------------------- pantie oplea 


SR SOT NEO no ak h caaanawboeneee ben 


Obligations payable out of reimbursements from other accounts 


Personal services __- 

Transportation of things 
Communication services 

Rents and utility services _- 

Printing and reproduction , 
Other contractual services. ____--- 
Supplies and materials_.- 

Equipment dig be 
Taxes and assessments...........-.---. 


Total obligations payable out of reimbursements 
from other accounts_- ‘ 


Total obligations__.___- 





1, 387 











1,343. 


$3, 231 
GS+.0 


$3, 619 
GS-3.9 








$4, 535, 336 





4, 552, 686 





4, 197, 626 
1, 945 

65, 325 

13, 594 
249, 973 


“105, 912 
207 381 


4, 489, 156 
3, 350 
85,000 
14, 700 
263, 110 


15, 834, 134 


$5, 400, 825 
11, 200 

21, S51 

SOD 


5, 434, 676 


14, 700) 
276, 320 
15, 369, 000 

134, 900 
54, 500 
32, 500 
18, 384 


12, 980 





4, 823, 244 





57, 653 
3, 800 
300 
11, 000 


300 
11, 100 
3, 900 
200 

3, 900 
500 





200 





79, 840 





87, 430° 





4,903,084 | 





Analysis of expenditures 


21, 036, 14390 | 





| 
| 1951 actual 


1952 estimate 





Unliquidated obligations, start of year-_....-- 
Obligations incurred during the year_- 


Deduct: 


Reimbursable obligations 

Unliquidated obligations, end of year 

Adjustment in obligations of prior years_- : 
Obligated balance carried to certified claims account - 


Total expenditures._........___- 


Expenditures are distributed as follows: 


Out of current authorizations 
Out of prior authorizations... . 
Out of anticipated 1952 supplemental for pay increases 


$412, 418 
4, 902, 484 


$467, 603 
21, 036, 430 





5, 314, 902 


79, 840 
467, 603 
9, 836 
869 





21, 504, 033 | 


87, 430 
1, 625, 400 





~ 250 





| 
4, 756, 754 


19, 790, 953 | 





4, 360, 169 | 
396, 585 





18, 995, 000 
466, 953 








iba 500, 000 


23, 210, 730 
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Mr. Gary. The committee will come to order. We will consider, 
this afternoon, the request of the Office of the Treasurer of the United 
States. 

In that connection, we will insert in the record page 84 of the 
justifications. 

(The justifications referred to follow:) 


Analysis of appropriation base for fiscal year 1953 


Regular appropriation, 1952 act 
Supplemental appropriation for 1952 


Total appropriation, 1952 
Reductions: 
Processing checks, deposits, and claims__ $69, 215 
General banking services 470, 859 
Retirement of currency 10, 907 
Maintenance of Treasurer’s accounts____ 6, 469 
Payment and custody of securities_.._.__ 6, 068 
Executive direction 1, 616 
—— _ — $565, 134 
Additions: 
Processing checks, deposits, and claims__ 262, 158 
General banking services 28, 339 
Retirement of currency 47, 937 
Maintenance of Treasurer’s accounts__._. 32, 024 
Payment and custody of securities 30, 040 
Executive direction 


Adjustment in base (net) — 156, 634 


Appropriation base for 1953 _.. 20, 443, 366 
Increase over appropriation base for 1953 1, 056, 634 


Appropriation estimate for 1953 21, 500, 000 


Increase or decrease from total appropriation, 1952 900, 000 


1 Does not include anticipated supplemental for 1952 to cover cost of authorized pay increases. 


Comparison of appropriation base with appropriation estimate for 1953 


Appropriation base | Appropriation esti- | pn ee 
for 1953 eeeeaen tan. | ete or Coenen 





Activity | ee 
Average lA.verage 
posi- Amount posi- Amount | posi- Amount 


| 

geo gy | 
tions tions 4 i i tions | 

| 

| 





. Processing checks, deposits, and claims 785 | $3,351,489 | 1,067 | $4,340,998 | +282 | +$989, 509 
General banking services__- : ‘ 79 | 15, 706, 459 79 | 15,712, 449 A | +5, 990 
3. Retirement of currency ----- 142 529, 084 162 | 590,219 | +20 61, 135 
4. Maintenance of Treasurer’s accounts 94 396, 964 94 | | a ee 
. Payment and custody of securities. _ _- 92 357, 728 92 357, 728 | | 
. Executive direction 17 101, 642 17 101, 642 | 





Total ---2--------| 1,209 | 20, 443, 366 1,511 | 21, 500, 000 
Adjustment in base (net). - Seca aes 52 156, 634 


+ 302 | 1, 056, 634 
—52 | —156, 634 





Total appropriation 1952 and nei | 
priation estimate for 1953_____- 1, 261 | 20, 600, 000 ; 21, 500, 060 


| 
ii 
| 


+ 250 | 900, 000 
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Mr. Gary. It appears from this table that the total appropriation 
for 1952 is $20,600,000. The requested appropriation for 1953 js 
$21,500,000, an increase of $900,000. 

The appropriation for 1952, however, does not include an antici- 
pated supplemental for 1952 ‘to cover the costs of authorized pay 
increases. 

We are pleased to have the Treasurer with us in our bearings, and 
we will be glad to hear from you at the present time, Mrs. Clark, 

Mrs. Cuark. Thank you, Mr. Chairman. 


GENERAL STATEMENT 


Mr. Chairman and members of the committee, I am indeed pleased 
to have this opportunity of coming before vou to justify our estimate 
of budgetary requirements for fiscal year 1953. 

While I am proud of the accomplishments of the Treasurer's 
Office and cannot praise too highly the sincere effort being exerted by 
the emplovees to increase their production standards and absorb the 
increased work volume, I regret to inform you that it has not been 
possible to maintain our major onerations on a current basis for the 
past 5 months, and that our condition is becoming progressively worse 
day by day. 

While the volume of services required by this office have constantly 
shown an upward trend over the past year, we have been compelled, 
due to lack of funds, to continually reduce our personnel, with the 
result that already existing backlogs of work are ever mounting. 
This is an undesirable and unhealthy condition, due to the proven 
fact that the cost to the taxpayer of operating under these conditions 
is far in excess of the cost of maintaining operations on a current basis. 

We have no alternative but to assume that our present undesirable 
position is the result of our inability to convince your committee as 
to the necessity for maintenance of the Treasurer’s operations on a 
current basis and the soundness of the budget estimates. We sin- 
cerely hope that we will be able to correct our shortcomings in these 
discussions of requirements for 1953. 

My office, as you know, is the banking facility for the Government, 
and as such, is strictly a service organization. Our major responsi. 
bility is to facilitate the millions of financial transactions involved in 
the day-to-day business life of the Nation. We cannot control the 
volume of services required of the Treasurer’s office, but our operations 
must be performed if the Government itself is to fulfill the duties and 
responsibilities essential to the smooth operation of the Nation’s 
economy. 

During the years when Government operations assumed some 
aspect of normalcy following the last war the appropriations made thie 
Treasurer consistently showed a substantial balance at the end of 
the year, due principally to improvements in operating procedures 
and increased operating standards. 

It is felt that this fact in itself is most conclusive evidence of the 
position taken by the Treasurer’s office with respect to effecting 
savings for the taxpayer and assuring him of ful! value of service for 
each and every dollar expended. 

Nearly 72 percent of the total amount requested for salaries and 
expenses for 1953, or $15,369,000, is to reimburse the Bureau 0: 
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Engraving and Printing for the cost of printing United States paper 
currency. 

The estimated volume of currency required is based upon the 
volume of currency needed for circulation, replacement needs to main- 
tain an adequate standard of fitness for currence Vv in circulation, and 
establishment of an adequate reserve stock. 

Budgetary requirements to reimburse the Bureau of Engraving 
and Printing for the manufacture of this currency are determined by 
applying the unit cost developed by that Bureau to the volume of 
currency required. The volume of currency requested for 1953 is less 
than three-tenths of 1 percent over that provided for 1952; however, 
budgetary requirements have been reduc ed by $465,000 as a result of 
reduced printing costs in the Bureau of Engraving and Printing. 

Determination of the 1953 budgetary requirements of this office for 
other than this reimbursement for procurement of paper currency has 
been based, as in the past, upon workload estimates furnished, for the 
most part, by all Government activities early in the current fiscal vear. 

The continued expansion in defense and related industrial activities 
compels us to the realization that actual requirements may be mate- 
rially in excess of those currently contemplated in this estimate. 

Comparison of the present 1952 appropriation of $20,600,000 for 
salaries and expenses with the $21,500,000 requested for 1953, shows 
an increase of $900,000. However, a supplemental request in the 
amount of $784,000 to cover pay increases and the cost of handling 
increased workloads for 1952 is currently in the process of submission. 

The additional amount requested for 1952 does not represent the 
total amount necessary to enable attainment of a current status on all 
operations by June 30, 1952, but represents realistic requirements after 
giving consideration to employment and training problems which 
would prohibit this office from acquiring and training sufficient per- 
sonnel, over a 3 months’ period, to process the increased workload and 
completely eliminate existing backlogs. 

In view of this fact, the amount requested for 1953 is little, if any, 
in excess of actual requirements to accomplish the full 1952 workload 
on a current basis. 

In addition to our salaries and expenses appropriation, the Treas- 
urer is charged with administering the appropriation titled, ‘‘Con- 
tingent expenses, public moneys”’, under which funds are provided to 
cover expenses incident to the collecting, safekeeping, transferring, 
and disbursing the moneys of the United States. 

The Congress appropriated $500,000 for this purpose for 1952 
which, compared with $600,000 requested for 1953, shows an increase 
of $100,000. 

A supplemental request for 1952 in the amount of $50,000 is cur- 
rently in process of submission. 

Approximately 95 percent of the total funds requested under this 
this title are to cover transportation costs on new currency issued from 
Washington, unfit currency redeemed by the Federal Reserve banks 
to W: ashington for retirement, and transportation costs on coin ship- 
ments. The entire increase requested for 1953 represents additions il 
requirements on a full year basis, occasioned by a 25 percent increase 
in postal rates, effective October 1, 1951, a 12-percent increase in ex- 
press rates, effective November 15, 1951, and an estimated 8 percent 
increase in postal rates resulting from Public Laws 199 and 233, effect- 
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ing adjustments in weight limitations on parcel post matter, and 
increasing registry fees, both effective January 1, 1952. 

This office has no administrative control over the volume of cur- 
rency or coin required in commerce, nor do we have any administrative 
control over the transportation rates charged by the post office or the 
-ommercial carriers. We do everything in our power to hold the 
volume to the minimum necessary to meet actual requirements, and 
‘to effect shipments by the most economical means of transportation, 
I might add that past experience has shown that accelerated defense 
and related increases in industrial programs will definitely increase 
requirements under this appropriation. 


COST OF PAY INCREASE 


Mr. Gary. Mrs. Clark, what do you estimate the pay increases 
will cost your office in 1953? 

Mrs. Cuarx. Mr. Chairman, I have my budget officer right here. 
We have been hashing over these figures now for a long time, and I 
would like to have him answer. 

Mr. Funx. We have estimated that to be $500,000 for 1953. 

;' Mr. Gary. How much will you save by reason of the annual leave 
aw? 

Mr. Funx. That has been computed at $100,000. 

Mr. Gary. So that there will be a net increase of $400,000? 

Mr. Funx. Yes; that is right. 

Mr. Gary. Did you lose any employees because of the two amend- 
ments relating to publicity and chauffeurs? 

Mr. Funk. No, sir. 

Mr. Gary. How much, if any, of the pay increase are you absorbing 
in 1952? 

Mr. Funk. We cannot absorb any of it. 

Mr. Gary. Are you requesting a supplemental for 1952? 

Mr. Funx. That is right. The supplemental for the pay increase 
was $390,000. That was offset by an estimated savings of $41,000 
for the graduated leave, during the last 6 months, so that is a net of 
$349,000. 

Mr. Gary. What total amount are you asking for in supplemental 
requests? 

Mr. Funk. We submitted to the Bureau of the Budget the amount 
of $784,000. 

ADDITIONAL EMPLOYEES 


Mr. Gary. How many additional employees are you requesting 
for fiscal 1953? 

Mr. Funk. Over our base, we are requesting a total of 250. Now, 
our base is determined, of course, by making adjustments in our pres- 
ent appropriation. When we requested funds for 1952, we requested 
funds to provide 1,439 positions. Funds appropriated are available 
for only 1,262 positions. That is a difference of 177 positions. 

Our 1953 estimate contemplates replacing those positions and ‘)0) 
in addition to that, to carry on the increased workload. 

Mr. Gary. That makes a total of how many? 

Mr. Funk. 250 is the increase over the base figure. 
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STATEMENT OF INCREASE 


Mr. Gary. Will you give us an itemized statement of this $900,000 
increase that you are requesting? 

Mr. Funk. Yes, sir. That is a net figure, of course. To determine 
the base for the 1953 estimates, the following adjustments were made 
in the funds appropriated for 1952: 

First, there were savings due to anticipated reduction in annual 
leave amounting to $100,000. 

Then there were savings resulting from reduction in unit costs of 
printing United States paper currency. The Bureau of Engraving 
reduced their rates from $10.51 per thousand notes to $10.18 per 
thousand notes. That gave us a saving of $465,134. 

As an additional adjustment to the base, we are requesting $408,500 
for pay increases. Now, after determining the base we had the follow- 
ing increases: 

Increase in costs of miscellaneous supplies and materials and 
equipment to meet the increased work volume in our banking opera- 
tion, $5,990. 

Increase in estimated workload relating to the redemption of unfit 
currency from 1,495,000 pieces in 1952—I am sorry, that should be 
1,495,000,000 pieces—to 2,035,000,000 pieces in 1953, requiring an 
additional 20 average positions, amounting to $55,815 and a related 
increase in Other objects of expenditure of $5,320. 

We have requested a supplemental for that in 1952 in our supple- 
mental estimates. ' 

The third increase over the base was to provide for the estimated 
workload relating to the check payments requiring 282 additional 
average positions in the amount of $989,509. That makes a net 
increase of $900,000 between the 1953 estimate and the 1952 appropria- 
tions. 

I wonder whether, Mr. Chairman, I may add to Mrs. Clark’s state- 
ment that our 1953 appropriation would be practically the same 
amount as required to finance our operations in 1952 on a current 
basis? 

Mr. Gary. Yes. 


BACKLOG 


Mr. Funk. Recruitment has been frozen since July 1951, to keep 
within funds available, exclusive of pay increases, and must neces- 
sarily continue to be frozen until March, at which time we will be 
compelled to initiate a positive reduction-in-force program unless 
additional funds are made available. 

We were able to hold backlogs to a minimum for the first 4 months, 
after which time the reduced personnel and continued upward trend 
in workload began to really show the effect in increased backlogs. 

On January 1 we had a carry-over of 12,000,000 paper checks in 
our stating operation, as compared with a normal backlog of approxi- 
mately 5,000,000. ‘This backlog has increased in excess of 3,000,000 
over the past month, and will undoubtedly continue to increase, at 
least at this rate, over the remainder of the fiscal vear. 

On January 18, our carry-over in Federal Reserve half notes, 
presented for redemption, totaled 42,500,000 notes, while the normal 
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carry-over is 4,500,000. This figure had increased 9,000,000 notes 
since the end of December, and will continue to increase propor- 
tionately. 

Now, we feel that if we do get supplemental funds this year, we will 
only be able to put sufficient employees on the rolls to handle the 
current operations. If we get them in April we will handle them 
currently from there on, but this backlog which we will have accumu- 
lated up to April will make a carry-over into 1953, for which our 1953 
estimate does not provide. 


PAPER CURRENCY 


Mr. Gary. What is the paper currency situation at the present time? 

Mr. Funk. We are in a better position than we have been for some 
time on the currency reserves. 

Mr. Gary. What are you requesting? 

Mr. Funk. We are requesting 4,000,000 more notes in 1953 than we 
contemplate delivery of in 1952. 

Mr. Gary. What is the basis for that increase? 

Mr. Funx. We determine the requirements to replace the currency 
in circulation which has become unfit for further circulation, and to 
keep a reasonable reserve. 

Mr. Gary. Is the paper currency in circulation at the present time 
in fairly good condition? 

Mr. Funk. No; it is not. We had a statement not very long ago 
from the Public Debt, who make the survey to determine the fitness 
of the $1 bills outstanding, and we were informed that the $1 bills 
outstanding at that time were 13 months old. Normally, 9 months is 
the life of a dollar bill. That used to be the accepted life of a dollar 
bill. 

Mr. Gary. What check do you make on the Bureau of Engraving 
and Printing on its costs? 

Mr. Funk. We work very closely with them. I think we have 
become pests to them. 

Mr. Gary. I hope you will, because now that they have altered 
their method of accounting, review by requisitioning agencies assumes 
an added significance. We were assured when we examined thei 
estimate that people dealing with them would do so. 

Mr. Funx. When we hear that they are perfecting an improvement 
or contemplating one, we immediately try to get our share of the 
results. 

Mr. Gary. Have you any idea what percentage of the currency in 
circulation is below the standard of fitness? 

Mr. Funx. No, I do not. 


CURRENCY RESERVE STOCK 


Mr. Gary. What is your current reserve stock? 

Mr. Funk. Our current reserve stock at the end of December was 
285,000,000 pieces as against outstanding amount of 1,627,000,000. 

I might call attention to the fact that back in 1939 we had a reserve 
of 279,000,000 with a circulation of 884,000,000. The circulation bas 
doubled but we still have just slightly over the 1939 reserve stock. 

Mr. Gary. We will insert at this point in the record the table 
appearing at page 94 of the justifications, which shows the currency 
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requirements in thousands of notes, and the reserve stock, for the 


years of 1951, 1952, and 1953. 
(The table referred to follows:) 


Statements summarizing currency program for past fiscal year, as well as current and 


budget years 


1951 actual 





Currency requirements (in thousands of notes): 








1952 
estimated 





1953 
estimated 





Outstanding July 1 $1, 449, 288 | $1, 582, 896 
Issues... - -- 1, 379, 904 | 1, 510, 400 
Motel: ......_. wren 2, 829, 192 | 3,034,896 | 3, 093, 296 
Redemptions. _ i 1, 246, 296 L 452, 000 | 1, 510, 400 
eo —_— Ser aa —_ —_—— 

Outstanding, June 30... .-_- DENTE. «aE see | 1,582, 896 cok 582, 806 1, 582, 896 
Treasurer’s reserve stock - thousands of notes): ce a eae See j a Cy 
On hand, July 1 : : 81, 072 | 261, 168 | 315, 168 
Receipts _- 1, 560, 000 | 1, 506, 000 | 1, 510, 400 
eae SEER EELS, SN ee 

SIRE EE 8 2 te ook og ates he tes | 1, 641, 072 | fe 767, 168 | 1, 825, 568 
Issues... : ne ae 1,379, 904 1, 452, 000 = 1, 510, 400 
NI, HARA DO roost aaa a ees dena coaaees 261, 168 | 315, 168 - 315, 168 





DISTRIBUTION OF DAILY TREASURY STATEMENT 

Mr. Gary. What is the present distribution list for the daily 
Treasury statement? 

Mr. Funx. We do not have that, Mr. pi but I can get it for 
you. I believe we procured those figures last ye 

Mr. Gary. Will you insert that ilenensien. “a this point in the 
record, please? 

Mr. Funk. Yes, sir; I will. 

(The information referred to follows:) 


Daily distribution of daily Treasury statement (exclusive of additional copies printed 
on first, middle, and last day of each month) 


Government: 
A tr Ee a iS eas aR a, ER ae eer a roe 589 
LS 5 lie a eG SRS AEE Pi. 5 cd Sn chk apt la es Robe ieaapees 445 
NNER oe, a en aro ee dea 1, 034 
MEME AUMINTNCIONE os ee as Wea we et mms ow ET ere 156 
Educational institutions and libraries _ — _ —_ AL RE ae eS AE ane r 3 55 
Commercial organizations____.-..---.--- eee ie NPE &6 
Newspapers, magazines, and periodicals _ _ - _- bg ea SISO A beets 81 
ct SR es Be EI eae a ELEN tap ont Be aye hd ee Cae URC Beek Oe ee 78 
RMIT Ng Sat, ha Be Soh ales ee Nah es Sh Sa Bee 1, 490 


Source: Bureau of Accounts, 
NEED FOR ADDITIONAL EMPLOYMENT 


Mr. Gary. What is the need for the requested additional average 
employment of 282 for processing checks, deposits, and claims? 

Mr. Funk. The funds available for 1952 will enable the processing 
of 260,000,000 checks. It is currently indicated that we will get 
322,000,000 checks, in 1953 so that the increase requested is for the 


increase in the check load. 
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COMPARATIVE STATEMENT OF WORKLOAD 


Mr. Gary. Will you insert in the record at this point ata}; 
similar to the one that was put into the record last year, showing} {|\, 
number of checks processed, the average number of employees, ; a1\(| 
the salary costs? 

Mr. Funk. Yes, sir. 

(The information referred to follows: ) 


Comparative statement of workload and personnel requirements on processing ch 
deposits, and claims in the Office of the Treasurer for the fiscal years 1939 through 195. 


ron ha | | | eee 
. Average | mn | Average | 
ots | ¢ | * . 

Bi aot number | Salary | aoe number 
-<| of em- perks Fiscal year | T | ofem- | 
of checks | piovees costs : | Of checks | Hiovees | 

processed i jprocessed) Piovces 
| | required | required | 





Fiscal year 





| | 

In | In In Lh 
millions | | thousands || millions | | thousands 
RS re: 149 | 645 |.....- seopeos 4 260 375 $3, 209 
1940____ _- ae 131 | 686 | Ate EI iced busiscdeves oe work 236 

eee 32 | Oe ae ||" EE 256 | 

1942... soacbbeent 32 | 946 | ee 9! ices cee 269 | 

1943... pet ae "5 oe 1951 4 2a | 

1944__. Oc haneet 89 | 2,175 | $3,775 || 1952 (estimated) ____| 322 | 966 | 

_ ee ey 332 | 1, 601 | 2, 937 i| 1953 (estimated) ---_| 328 | 1,033 

| Ses, | ¢ 1,613 | 3, O71 i | i 


ae 
| 
| 
j 


See ie (OR eee pos 
} 
| 





| ! | 





NorteE,--Personnel requirements to process check payments are contingent upon volume of each ty}. 
eheck. Records on funds available or salary costs of this operation not retained for vears prior to 1944 


Mr. Gary. What has been the workload on checks processed durin 
the past 6 months? 

Mr. Funx. Through December we had estimated that we would 
pay 144,600,000 checks. We have paid 144,000,000. We paid 9# 
percent of the estimate. 

Now, of course, on your total that does not mean that we have paid 
half of our checks in the first 6 months. You understand that the 
tax refund program and the veterans dividend checks all come in at 
the end of the year. They are in the second 6 months of the fiscal! 
year. What I was calling attention to was that the 144,000,000 
checks that we processed the first 6 months, do not amount to half o/ 
the 322,000,000 I said we would have. 


VA INSURANCE CHECKS 


Mr. Gary. Before I left my office I noticed a post card from tiie 
Veterans’ Administration with reference to the dividend on GI in- 
surance. They are giving the veterans the option of collecting the 
dividend in cash or applying it as a credit on the premium, What! 
effect do you estimate that may have on your check load? 

Mr. Funx. We have made no computation whatsoever on thiat 
as yet. Ido not have that broken out in this table, but they are card 
checks payable at the Federal Reserve banks, and that is our cheapest 
type of checks, payable at the rate of about 7 mills per check. 

So, any reduction occasioned by this optional converting or the 
application of the dividend to the premium I believe, just offhand, 
would make a very slight reduction in our volume of checks, in ou! 
financial requirements for that volume, anyway. 
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Mr. Gary. This committee at one time suggested to the Veterans’ 
Administration that they ought to change the rates on the insurance, 
so that they would not have these refunds of dividends every year; 
but apparently that cannot be done. 

The law that was adopted by the Congress last year provides that 
the funds shall remain with the Administration and be credited to the 
premiums unless the veteran requests the contrary. 

Apparently, instead of waiting for the veteran to request it, they 
are sending out cards asking the veterans to make a designation. 

It seems to me that something ought to be done to obviate the 
necessity for sending out this tremendous number of checks each year, 
which costs a good deal of money in the preparation of processing of 
the checks. 

In addition, the Veterans’ Administration has to make up the 
necessary lists, and you have to handle the disbursements, all of which 
adds up to a very costly operation. 


COST OF HANDLING INSURANCE CHECKS 


Will you insert in the record at this point the total cost of handling 
the Government’s insurance dividend checks? 

Mr. Funk. Yes, sir. We will be glad to do that. 

(The information requested follows: ) 

The total cost incurred by the Office of the Treasurer in processing payments on 
national service life insurance dividend checks for the fiscal year 1951 was $14,650. 
The cost of this service for the fiscal years 1952 and 1953 is currently estimated 
at $55,770 and $55,645, respectively. 


CIRCULATION OF CURRENCY 


Mr. Passman. How do you arrive at the number of biils in circu- 
lation? 

Mr. Funk. That is a cumulative record, 

Mr. Passman. Do you have any reserve currency that’ vou know 
has been destroyed? 1 know of three instances where currency has 
been completely destroyed. 

One of the cases was brought to your attention last vear and involved 
aman down in Louisiana who accumulated savings of about $1,900. 
He buried the currency in a wooden box in a chicken house. After 
about a year he decided he wanted to count his money and found 
that the termites had destroyed both the box and the currency. 
Nothing was left whatsoever by which the bills could be identified, 
so that was a complete loss. 

Another instance brought to my attention involved a man who had 
put a $100 bill in his shoe. Going into a large city, he did not want 
to carry it in his pocket and in walking all day, he destroyed the bill 
completely. 

Another instance involved a man who burned up $130. 

Now, over a period of vears, without a doubt a lot of currency has 
beea completely destroyed. Do you have any estimate of the amount 
0. currency destroyed? 

Mr. Funk. We have no record of it and it would be shown in the 
amount of currency in circulation and outstanding. 
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Mr. PassmMan. It would never show up. We are just that much 
better off than our records indicate, and we have no way to estimate 
the amount? 

Mr. Funk. That is right. 

Now, if it were mutilated so that we could determine a paritial 
payment on that, it would be redeemed. 

Mr. Passman. I understand that. But where it is mutilated to 
the point it cannot be identified, then it is a complete loss by the 
individual and a gain by the Treasury? 

Mr. Funk. That is right. 

Mr. Wixson. In every airplane accident where people lose their 
lives, currency is burned up. In the recent airplane crash in New 
Jersey, possibly $2,000 or $3,000 worth of currency was burned up 
there. 

Mr. Passman. That could run into millions of dollars in our history, 
could it not? 

Mr. Funk. It could. 


LIFE OF COINS 


Mr. Passman. What is the average life of your silver coins? 

Mr. Funk. I do not know. 

Mr. Passman. Is there any estimate of the life of silver coins? 

Mr. Funk. I believe the mint may have one. 

Mr. Passman. That is all, Mr. Chairman. 

Mr. Canrie_p. Mr. Chairman, several months ago Mrs. Clark 
made an address in my district which was very well received. In her 
remarks she touched on the place of women in public life; and, judging 
by the impression she made, I am quite sure that these people thought 
she was an outstanding example. 

Mr. Gary. May I say here, Mr. Canfield, I know what you mean, 
because Mrs. Clark spoke in my district the year before, and the ladies 
there were carried away by her. 

Mrs. Cuark. I thank you both. 

Mr. CanFieLp. Mrs. Clark has told us that the average life of a $1 
bill is 9 months. I happen to know of two particular $1 bills that are 
going to live much longer. They are dollar bills that are in the pos- 
session of my two boys, both bearing the pretty signature of Georgia 
Neese Clark. 


TRANSPORTATION RATES 


Mr. Sreminski. Mrs. Clark, on page 4 you say: 

This office has no administrative control over the volume of currency or coin 
required in commerce, nor do we have any administrative control over the trans- 
portation rates charged by the Post Office or the commercial carriers. 

You are an important branch of the Federal Government. We in 
Congress have franked envelopes. Can you not obtain a rate cut 
from the Post Office or from some of these other agencies? 

Is it not possible for you to obtain a discount based on volume over 
the year? The Post Office pays, by necessity, airplanes that carry 
no mail, for carrying it. Some deal, isn’t it? 

Mr. Gary. The answer to that, Mr. Sieminski, is that the Post 
Office Department has no control over that. The air mail rates, are 
fixed by the Civil Aeronautics Board, and the rail rates are fixed by the 
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Interstate Commerce Commission. The franking privileges are 
determined by the Congress. That question, therefore, would be 
entirely up to Congress. 

Mr. SteMinski. To give this Department remedial action finan- 
cully, it would be up to the Congress. 

Mr. Gary. It would be up to the Congress. 

Mr. Sreminskt. [ trust that you shall get relief. 

Mrs. Cuark. Thank you. 

Mr. Sieminskr. That is all, Mr. Chairman. 


GOLD CERTIFICATES OUTSTANDING 


Mr. PassMan. There was $21,506,519.097 worth of gold certificates 
outstanding. How many are owned by the Treasury itself? 

Mr. Funk. As of December 31, 1951, the Treasury held $18,652,- 
510,388, the Federal Reserve banks and agents held $2,815,555,600, 
leaving $38,453,109 still in circulation. 

Mr. Passman. Do your records indicate the total amount of gold 
certificates outstanding at the time the law was amended and they 
were Withdrawn from circulation? 

Mr. Funk. We have held as security against gold certificates, 
$21,506 ,000,000. 

Mr. Passman. You are combining the two, gold and silver? 

Mr. Funk. No; this is gold. The total amount in gold certificates, 
which was outstanding at the time the law was amended calling the 
certificates in, was $1,159,015,955, of which $212,882,835 was in 
circulation, 

Mr. Steminski. Is there anything, Mrs. Clark, that this committee 


can do, legislativewise, to relieve any operational frustrations your 
department may have? 
Mrs. Cuark. Just grant us the appropriation. 


TREASURER OF THE UNITED STATES 


Mr. Wiuson. Mrs. Clark, this committee and the Congress is 
being faced with ever-increasing appropriations. Every Department 
and bureau is wanting more money. Now we hope, and have hoped, 
that through more efficient operations, maybe new inventions, new 
discoveries, or any help that we might give in the way of new build- 
ings or plant facilities, that we could at least retard the acceleration 
of these inereases and perhaps stop them, and maybe have some 
decreases in expenditures. 

You are asking for $21,500,000, I believe, for the next fiscal vear. 
The question has been asked by us of many of those who come before 
us as to their special qualifications. We are thinking in terms of civil 
service, perhaps, taking a lot of these jobs out of politics and having 
career people who are brought up in the line of duty and who know 
the problems well, from experience, and having those people, who have 
come through the regular channels of experience and promotions, ar- 
rive at some of these top positions. 

Would you mind telling the committee your special qualifications 
for the job of administering this appropriation of $21,500,000? As 
Treasurer of the United States? 

Mrs. Cuark. Treasurer of the United States. 


H3VGO—SL2-— is 
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Yes; I will be glad to. I have been a banker for a great many years. 
T was brought up in a banking family. I have been in business. | 
own a grain elevator and a storehouse and I own a great many farms. 
I have also been in the insurance business, and I have had about |s 
years of practical experience. 

Mr. Witson. Would you mind including in the record some of those 
qualifications, such as education and experience, specifically? 

Mrs. Ciark. Well, I have a college degree. 1 took banking courses. 
and I have studied law but I am not admitted to the bar. 

Mr. Witson. | mean specifically, could you list some of those in 
the record, as to those experiences. You are speaking generally now. 

Could you tell us, for instance, where you got the degree and what 
the degree was in, and those colleges where you took your training 
in banking and the banks in which you served on the board of directors 
of the bank, and so on and so forth? 

Mrs. Cuark. I graduated from college—it always dates me, but 
everyone knows me— in the year 1921, from Washburn University, 
in Topeka, Kans. 

I graduated with an A. B. degree, and a degree in economics. | 
have never taken any other degrees, but I have gone to banking school, 
and I studied law. 

Mr. Witson. What banking school? 

Mrs. Ciark. AIB. 

Mr. Witson. Where did you study law? 

Mrs. Cirark. Washburn College. 

Mr. Wiison. Where is that? 

Mrs. CLark. Topeka, Kans. 

Mr. Witson. Most of your experience has been in Kansas? 

Mrs. Ciark. That is right. 

Mr. Witson. Thank you very kindly. 

Mr. Canrretp. Mrs. Clark. I have seen, I think, a two-page 
explanation of your background, and it impressed me very much. 
Why do you not have that inserted in the record? It is very well 
prepared. 

Mrs. Cuark. I will be glad to. Do you mean that biographical 
sketch that I have? 

Mr. Canrievp. Yes. 

(The information referred to follows:) 

Mrs. Georgia Neese Clark graduated from the College of Sisters of Bethany, 
Topeka, Kans., in 1917 and received an A. B. degree from Washburn Universit) 
in 1921. 

Following study at Sargent’s School, Carnegie Hall, New York, in 1921 
Mrs. Clark devoted 9 years to the theater. 

In 1930 graduated from Helen Clark’s Secretarial School. In 1931 was « 
ploved in the Kansas Legislature and on July 5, 1934, became a teller in 1! 
Richland (Kans.) State Pank. Attended classes of the American Institute 
Barking during 1935, 1936, and 1937. In 1935 Mrs. Clark was elected assistan' 
cashier of the Richland State Bank and in 1938 was elected to its presidency, and 
served in that capacity until appointed Treasurer of the United States. In 145 
was secretary of the Wabashaw Kansas Bankers Association, member of |! 
Kansas Bankers Association and member of the American Bankers Associatio! 
Agent for the Phoenix Fidelity Insurance Co. from 1937 to 1949. 

Since 1940 has owned and managed a general store and grain elevator in Ric!:- 
land, Kans., and has actively managed her seven farms in that locality. Also 
manages 13 farms for ber mother, Mrs. Albert Neese of Topeka. Mrs, Clark 
served as volunteer savings bond chairman for Shawnee County, Kans., during 
the war. Served as a director of the 4-H Club of Monmouth Township, and was 


¢ 





513 


treasurer of the township’s Farm Bureau. Mrs. Clark is a member of the Upsilon 
Chapter, Alpha Phi Sorority. On June 3, 1950, Mrs. Clark was the recipient of a 
special alumnae award from Washburn University of Topeka, Kans. On Novem- 
ber 17, 1950, an honorary degree of doctor of humane letters was conferred upon 
Mrs. Clark by Russell Sage College at Troy, N. Y. 

Mr. Witson. Your appointment had to be confirmed by the Senate. 
Of course, it is all a matter of the Senate record. We wanted it in 
the record here. 

Mrs. Ciarx. I think you know the Senators from the State of 
Kansas belong to your political faith, and they were for me. 

Mr. Sremrnsxr. Does Mr. Wilson establish by this questioning 
that one does not have to be civil service to be competent? 

Mr. Witson. That is true, Mr. Sieminski. I grant you that. 

Mr. Sieminskt. There is room for plain people like you and me in 
government? 

Mr. Witson. And there is disagreement in the Post Office Depart- 
ment. Some of us think they should be civil service and some think 
they should come through the ranks. 

Mr. Sremrnskr. And people like ourselves, who come in here by 
election of the people, can have possibly a fresh approach to Govern- 
ment, can we not? 

(Discussion off the record.) 


TWO DOLLAR BILL 


Mr. James. Mrs. Clark, is there any reason for continuing the $2 
bill? 

Mrs. Ctark. Yes; we have requests for them from some places in 
the United States. 

Mr. James. Are they produced in any considerable quantity in rela- 
tion to the $1 and $5 bills? 

Mrs. Crark. About what is that, Mr. Church. Do you know that? 

Mr. Funk. There are now 33,742,133 $2 bills. There are 1,182,- 
192,661 one’s. 

Mr. James. Are there specific reasons given for the requests for the 
$2 bills? Is there a real purpose, I mean? Something of general 
economic value to the people who request these $2 bills? 

Mr. Funk. No; 1 do not believe so. It just costs half as much to 
issue one $2 bill as it does two $1 bills. 

Mr. James. But there are a lot of people who do not want $2 bills, 
as there not? 

Mr. Funk. Well, the New Englanders are considered great in 
economic matters, and that is where the greatest demand is. 

Mr. Jamus. It has occurred to me a number of times without know- 
ing anything about what you are now stating, that the $2 bill is just 
about as useless in this country as the old 2-cent piece would be. 

Nobody wants $2 bills today so far as I know. I just wonder 

whether it would not cut one unit out of the monetary system thus 
obviating the need of engraving plates and running forms and keeping 
records for the $2 bills. : 
_ Mr. Wizson. If the $2 bill were accepted, and I bought a 98-cent 
item out of a $10 bill, vou would give the person a five and two two’s, 
whereas, under the present system you have to give him a five and four 
one’s. You would save two extra bills, the handling of two extra bills 
and the wear and tear on extra bills. 
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Mr. James. In 25 years all the $2 bills that have come to me are no 
more than 10 in number. In all of those years I have never spent one 
of them. I keep them. I have them with me right now. I jus; 
wonder, since we see so few of them, if they serve any good sound 
economic purpose in this country. My little foolishness about keeping 
them is, of course, beside the point. 

Mr. Funk. I might say for the record that for 1953 we contem- 
plate printing 16,000,000 $2 bills as against 1,423,000,000 $1. bills 
That is 16,000,000 a year. 

Mr. James. Of course, that sets up a separate production problem 
It sets up a unit for production in the Bureau of Engraving and 
Printing that could be eliminated if there is no really important need 
for them. Every unit that they have to produce and account for 
costs money in one way or another. There are the numerous forms 
and records that they have to keep and account for, on that unit, 
which servicing does cost, in the course of a year, some amount o/ 
money. 

Mr. Passman. On the number of $2 bills that vou have in circula- 
tion you effect a saving because by having those in circulation, there 
are units of two rather than one. 

Mrs. Cuark. That is right. 

Mr. Passman. And you are not printing more $2 bills than your 
demands require? 

Mrs. Ciark. That is right. 

(Disscussion off the record.) 


ContTINGENT EXPENSES OF THE PUBLIC MONEY 


Mr. Gary. I believe vou have one other item, Mrs. Clark, the item 
“Contingent expenses of the public money.”’ 

Mrs. CLark. Yes, sir. 

Mr. Gary. And in that connection, we will insert page 104 of the 
justifications in the record, from which it appears that the appropria- 
tion for 1952 was $500,000 and you are requesting $600,000 for 1953, 
which is an increase of $100,000. 

(The justifications referred to follow :) 


Analysts of appropriation base for fiscal ye 


Regular appropriation, 1952 act $500. 000 
Supplemental appropriation for 1952 
Total appropriation, 1952 ' =: 500, 660 


Appropriation base for 1953 oe 500, 000 
Increase over appropriation base for 1953_- Bee a ie Rete ae 100, 000 


Appropriation estimate for 1953_________-_~- ete 600, 000 


Increase or decrease from total appropriation, 100, 000 
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Comparison of appropriation base with appropriation estimate for 1953 








al 7 
1A iati naan | “iati “tj 
| Appropriation base | Appropriation esti- 
on 2 PPro} "| Increase or decrease 














{ 
for 195: | mate for 1953 
Activity RAS SOS eos ae 
Average! Average |Average 
| posi- | Amount | posi- | Amount | posi- Amount 
| tions | | tions | | tions 
eS eee 28 ey Scere teens Geen: 
1. Collecting, safekeeping, transferring | | | 
and disbursing the public money of | | | 
the United States Re eae eee heal owas $500, 000 |... $600,000 |.--2 oo. +$100, 000 
| i ' 





INCREASE IN TRANSPORTATION CHARGES 


Mrs. CLark. But we are also asking for a supplemental, as you 
know, of $50,000 for this, for 1952. 

Mr. Gary. Then the total appropriation for 1952 does not include 
a $50,000 supplemental that you are requesting? 

Mrs. Ciark. That is right. 

Mr. Gary. What is the additional $100,000 for? 

Mrs. Cuark. Well, because of the increased rates that are going 
into effect that we expect on January 1 of this vear. 

Mr. Gary. This appropriation is for the collecting, safekeeping, 
transferring, and disbursing of the public money. The expenditures 
are largely for transportation charges, are they not? 

Mrs. Ciark. That is right. 

Mr. Funk. Ninety-five percent. 

Mr. Gary. There has been an increase in transportation charges? 

Mr. Funk. That is right, effective October 1—a 25 percent in- 
crease, and January 1, we estimate an 8 percent increase. 


WORKLOAD 


Mr. Canrievp. Mrs. Clark, your office is entirely a service office? 

Mrs. Ciark. That is right. 

Mr. Canrreip. And you have absolutely no administrative control 
over the workload that comes in from all the other approaches? 

Mrs. Crark. That is right. 

Mr. Funk. The volume of governmental expenditures really con- 
trols what we have to service. It was $44,000,000,000 in 1951, 
$71,000,000,000 in 1952, and an estimate of $85,000,000,000 for 1953. 
That is the Government expenditure. We are the banking facilities, 
and we service that expenditure. 

Mr. Canrievp. Your office is in no sense a policy-making office, 
nor do you have anything to do with color, size of the currency? 

Mr. Funk. That is right sir. 

Mr. Gary. Thank you, Mrs. Clark. 
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CIRCULATION 


We will insert at this point in the record the statement showing 


money in circulation. 


(The statement referred to follows:) 


Money in circulation 


[In millions of dollars] 


A. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS 





| oa eeu FF | 
| Money out- | 

| side Treas- | 
}ury and Fed- | 


Held by 
commercial | 








In actual ci 


| eral Reserve | banks culation 
banks 
June 30, 1940 7, 848 | 1,149 | 6, 699 
June 30, 1941 9, 612 1, 408 | & 4 
June 30, 1942 12, 383 | 1, 447 | 10, 936 
June 30, 1943 17, 421 } 1, 607 | 15,814 
June 30, 1944 22, 504 | 1, 623 Of) RR] 
June 30, 1945 4, 746 | 1, 649 25, OUT 
June 30, 1946 | 1, 729 | 26, 516 
June 30, 1947 1, 998 | 26, 200 
June 30, 1948 2, 265 25, 638 
June 30, 1949 2, 227 | OF, 266 
June 30, 1950 1,971 | 25, 185 
June 30, 1951 | 2, 033 | 25, 776 
| 
B. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS, BY 
DENOMINATION 
| 
| | Coin | Paper currency 
| [CS 2 Re ee ee ee a eee Ses ee eee eee 
End of month | Total | ing | | | | |. 
silver | 7 . , } | $500 and 

| dollars)) © $2 | $ | $10 | $20 | $50 | $100 (larger 
June 1940___._....----| 7, 848 | 599 546 35 1,015 1,791 1, 599 | 485 | 1,013 767 
June 1941___- 9, 612 681 625 41 1,207 | 2,289; 2,047 607 | 1,244 87: 
June 1942___- 383 | 783 704 45 | 1,427! 3,099 | 3,024 824 | 1,602 S75 
June 1943__.-_- 929 | 834 | 61 1,793 ; 4,565 4,778 1,195 | 2,259 1, 007 
June 1944 ___-- 1, 066 | 906 72! 2010! 5.544! 6,326] 1,699 3,458 1, 422 
June 1945_. 1, 205 981 | 73 2,215 | 6,515 | 8,193 | 2,132 | 4,044 1, 388 
June 1946____- 1, 300 | 998 | 67] 2,191} 6,604; 9 O87 | 2,364 | 4,387 1, 246 
June 1947___. : 2k, 2 1,355 | 986 | 64 2,078 | 6,289 06 2,466 | 4,808 1, 259 
June 1948._.....-.-..-} 27, 1, 421 1, 000 63 | 2,017 | 6,085 | 8,737 | 2,465 | 4,945 1,171 
June 1949____. _| 27,493 | 1,459 1, 008 fl 1, 971 5,931 | i | 2.426) 4,974 1,112 
June 1000:........-. 27,156 | 1,496 | 1,037/ 61 1,966 | 5,891 | 8,363 | 2,386 | 4,940 1, 019 
June 1951_____-- 27,809 | 1,578 | 1,092 | 64] 2,011 | 6,113 | 8,663 | 2, 405 | 4,947 138 
July 1951 __.-.| 27,851 | 1,590 | 1,092} 64] 2,008 | 6,088 | 8,718 | 2, 409 | 4,952 131 
August 1951 _.---| 28,185 | 1,002 1, 103 64 2, 031 6,176 | 8,837 2, 428 4, 989 927 
September 1951. 28,288 | 1,616! 1,124 64 | 2,038) 6,181 | 8,874 | 2,437) 5,034 922 
October 1951- __-- .| 28,417 | 1,631 1,132 | 65 2, 041 6, 160 8,927 | 2,452! 5,092 921) 

5 65 2, 075 6,291 | 9,067 2,482 | 5,133 914 


November 1951__.....| 28, 809 642 | 1,144) 


| 
Source: Monthly statement of paper currency; 
Reserve Bulletin. 


CoMPARATIVE STATEMENT OF OBLIGATIONS 


circulation statement of United States money; Feder 


Mr. Gary. Mr. Johnson, will you submit for the record a statement 
of obligations by objects for 1951 and the first 6 months of 1952 for 
each appropriation within the Department, similar to the statement! 


you usually put in the record? 


Mr. JonNson. The 1951 schedule is in the green shee 


now. I can put it in, but I wondered if you realized that. 
(The statement referred to follows: ) 
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Comparative statement of obligations incurred for the fiscal year 1951 and the first 
6 months of the fiscal year 1952 as of Dec. 31, 1951 





1952 July- 


December 


! 
5 vi TOs 
Bureau and appropriation | 1951 fiscal year 
| 














obligations obligations 
: | 
Office of the Secretary: Salaries and expenses__---__- eis Dex bye ee ee 1 $2, 633, 552 | $1, 365, 374 
Bureau of Accounts: | 
I tte in een awe 1, 987, 558 | 1, 002, 395 
Salaries and expenses, Division of Disbursement __- = >> ee .| 11, 019, 092 | 2 5, 926, 496 
Bureau of the Public Debt: Administering the public debt....... ee 3 49, 990,173 | 3 27, 127, 789 
Office of Treasurer of United States: 
Semen NONI, 3 5 thre bs Te bid acccackobbneeuseaes <f 4, 823, 244 | 410, 623, 026 
Contingent expenses, public + . anaes yee ane | 439, 038 251, 028 
Bureau of Customs: Salaries and expenses__..........-.-------------- 1 36, 790, 985 | 20, 270, 232 
Bureau of Internal Revenue: | | 
Salaries and expenses : id PRN ay BE pe 245, 869, 538 5 136, 181, 496 
Additional income tax on railroad in Alaska...-...--..-.--.---------| 7.124 | 6, 741 
Bureau of Narcotics: Salaries and expenses.-_.......------------- : 1, 837, 202 | 1, 221, 750 
Secret Service Division: } 
Salaries and expenses--._---.-------- kis donpeive se Ga tedaer 2, 247, 866 1, 354, 676 
Salaries and expenses, White House Police eh in a Pe Hipage te 466, 437 | 318. 631 
Salaries and expenses, guard force ___- : ELS SS RCo ee eee | 611, 763 211, 291 
Buret iu of the Mint: Salaries and expenses Rita adie cates | 3, 889, 682 2, 437, 553 
_ 8. Coast Guard: | 
Operating expenses : eee | 6 148, 095, 957 | 82, 667, 97 
Acquisition, construction, and d improvements ‘ ane 25, 599, 948 14, 141, 37! 
Retired pay : eae : ; 15, 307, 484 8, 046, 673 
Reserve training ----- EE ee ee SS oe ee 6 O84, 914 666, 490 
Total, Treasury Department. __-__-_- Jet hae ea eae 552, 601, 557 | 313, 820, 992 





! Reflects comparative transfer of $28,500 from salaries and expenses, Office of the Secretary, to salaries and 

expenses, Bureau of Customs. 
2 Does not refiect heavy workload for income tax refund program in we and fourth quarters. 

3 Includes transfer to Post Office of $3,734,000, 1951, and $3,563,000, 19: 

‘Includes $7,882,481 for the purchase of United States currency from the Bureau of Engraving and 
Printing 

5 December obligations estimated. 

6 Reflects comparative transfer of $984,914 from operating expenses, Coast Guard to reserve training, 
Coast Guard. 


VALUE OF CANADIAN DOLLAR 


Mr. Canrietp. May I request, with your concurrence, Mr. Chair- 
man, that we obtain from the Secretary or such other appropriate 
officer, a short comment on the newspaper stories that the Canadian 
dollar has surpassed the American dollar in exchange value? 

Mr. Jounson. Yes, sir. You want us to insert a little explanation 
as to what has occasioned this? 

Mr. Canrievtp. That is correct. 

(The matter referred to follows:) 


Sinee October 1950, the Canadian Government has not maintained a fixed rate 
of exchange between the Canadian dollar and other currencies. Thus, since the 
Government does not stand ready to buy and sell Canadian currency in unlimited 
amounts at a fixed price, the Canadian dollar moves freely in world currency 
markets, its price fluctuating ace ording to changes i in the relative demand for and 
supply of different currencies. An increase in the demand for Canadian dollars 
tends to increase the price of Canadian dollars. 

During the past 3 months the price of Canadian dollars has increased significantly, 
reflecting a relative strengthening of the demand for Canadian currency. It 
is, of course, impossible to know all of the forces underlying this increase in the 
demand for Canadian money. However, some forces contributing to this in- 
creased demand can be outlined as follows: 

1. Seasonal movements.—During the early winter months, Canada’s foreign 
trade shows a seasonal improvement. This increases the demand for Canadian 
currency relative to other moneys. 

2. Capital movements.—There have been large movements of capital into 
Canada. This capital has come primarily from the United States but also to 
some extent from European countries and has flowed into Canada for several 
reasons. 
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(a) U.S. companies are pouring money into Canada for exploration and develop- 
ment purposes. This is particularly true in the oil, timber, hydroelectric and iron 
ore industries. The American companies buy Canadian dollars to use in the pro- 
curement of local labor and materials. They also supply equipment from the 
United States without cost to Canada. In addition, United States and, to some 
extent, European investors are purchasing Canadian securities heavily. 

(6) European investors have also been attracted by Canada’s vast resources 
and are investing in Canada, particularly in the development of aluminum. 


LANGUAGE CHANGES 


Mr. Gary. We will now take up the language changes in the bill. 

Mr. Johnson? 

Mr. Jounson. Mr. Chairman, and members of the committee, | 
will be glad to submit to you a brief explanation of the proposed 
changes in appropriation language for the fiscal vear 1953. 

Mr. Gary. We will insert it at this point in the record. 

(The matter referred to follows:) 


EXPLANATION OF CHANGES IN APPROPRIATION LANGUAGE FOR THE FISCAL 
YEAR 1958 


The report accompanying the Treasury Department Appropriation Act for 
1952 (Report No. 272, March 16, 1951) contained the following statement with 
respect to appropriation language: 


LANGUAGE SIMPLIFICATION 


“The appropriation language for the Treasury Department has been revised 
quite significantly during the past few vears and further improvements in it were 
made this vear. This has resulted in more uniformity between bureaus and divi- 
sions and eliminates many unnecessary words and phrases without changing the 
intent and purposes of the appropriation language. For example, the languag: 
appropriating money for the Division of Disbursement for 1952 has been reduced 
to 8 words which are adequate and which represents an elimination of about 75 
words. 

However, the appropriation language for some of the Treasury bureaus and 
divisions, particularly the Bureau of Customs, the Bureau of Narcoties, and th 
Secret Service Division, should be simplified and improved along the lines followed 
in other bureaus where it has been made concise and clear. It is the committee's 
desire that the departmental budget officer assume the responsibility for improving 
and simplifving the remaining appropriation language which can be changed, in 
cooperation with the Bureau of the Budget and the staff of the Committee on 
Appropriations with the view of completing these language improvements so far 
as possible before the 1953 budget estimates are transmitted to Congress.” 

In accordance with the committee's wishes as expressed above, a comprehensive 
reexamination of the appropriation language for all annual operating appropria- 
tions of the Department was undertaken in conjunction with the preparation of 
the estimates for 1953. This study was aimed generally at (1) the removal of 
points of order language wherever possible, and (2) attaining the highest possib!e 
degree of simplification of the language and the standardization of the language 
as between appropriations. 

In proposing these changes it was not the intention to expand or restrict or 
to alter in any way the basic functions and responsibilities of the appropriations 
as thev had previously existed. In some cases where doubt might have been 
created as to the legal effect of the proposed change in language, the matter was 
taken up and cleared with the Comptroller General of the United States in order 
to make sure that the purposes of the proposed changes were met in compliance 
with the wishes of the committee. 

A summary of the changes (other than changes in amounts and necessary 
limitations), and an explanation of the reasons therefor with respect to eacl 
appropriation item concerned, is as follows: 


Office of the Secretary 
The reference to the book bindery heretofore included in the language for this 
item has been deleted. This reference was previously considered to be ne es- 
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sary. However, further study shows that under the provisions of the act of 
July 5, 1949 (63 Stat. 405; 44 U.S. C. 111), and the current regulations of the 
Joint Committee on Printing, the book bindery in the Treasury Department has 
been Classified as a “Class A’ printing plant. In view of the authorization 
granted by the Joint Committee on Printing, to operate this type of printing 
plant it is no longer necessary to include specific reference to the expenses of the 
book bindery in the appropriation language. 


Damage claims’ 

The appropriation “Damage claims’ which has heretofore appeared as a 
separate item, is being eliminated in its entirety in 1953. In view of the language 
contained in section 28 U. 8. C. 2672 (“any award made pursuant to this section, 
and any award, compromise, or settlement made by the Attorney General pur- 
suant to section 2678 of this title, shall be paid by the head of the Federal agency 
concerned out of such agency’s appropriations therefor, which appropriations are 
hereby authorized’’), each appropriation is considered to be available for the 
payment of damage claims arising under each appropriation title concerned. 
Accordingly, a separate appropriation for this purpose is not necessary. 

The elimination of this appropriation item will mean that the regular annual 
appropriations will be required to absorb an estimated annual liability of approxi- 
mately $25,000 beginning with the fiscal year 1953. This absorption will, of 
course, be over and above any other reductions which might otherwise be imposed 
in the estimates for 19538. 


Bureau of Accounts 

The phrase “including contract stenographie reporting services’? has been 
deleted as being unnecessary due to nonuse in 1958. 

The qualifying phrase ‘‘of the Bureau of Accounts” has been inserted so that the 
introductory wording of the appropriation will read “For necessary expenses of 
the Bureau of Accounts * * *,.”’ This change has been made primarily for 
the purpose of uniformity and standardization in language between the several 
appropriations. 

Salaries and expenses, Division of Disbursement 

No substantive change. 

Administering the public debt 

The phrases “operations authorized by the Second Liberty Bond Act, « 
amended (31 U.S. C. 760-762), and with the administration of any publie debt 
and ‘with which the Secretary of the Treasury is charged”? have been deleted as 
unnecessary language for the purpose of simplification. 

The phrase “and advances to the Postmaster General may be made in accord- 
ance with the provisions of section 22 (e) of the Second Liberty Bond Act, as 
amended (31 U. 8. C. 757e (e))”, has been eliminated as a result of an under- 
standing reached with the Postmaster General whereby such advances would be 
made under authority of section 601 of the Economy Act (31 U.S. C. 686) begin- 
ning in 1953. 

The phrase “for an additional amount for ‘Administering the publie debt’, 
$500,000: Provided, That no part of this or any other appropriation shall be used 
to pay for time and space for advertising the savings bonds program by press, 
radio, or television’, which was introduced by the Supplemental Appropriation 
Act of 1952 has been deleted as unnecessary surplusage since it has not been the 
practice to pay for time and space for advertising the savings bond program by 
such media and the adoption of such a practice is not contemplated in the future. 


is 


Salaries and expenses, Office of the Treasurer 

No change. 
Contingent expenses, Public Moneys 

No change. 
Salaries and expenses, Bureau of Customs 

The word “expenses” and the phrase ‘‘for collecting the revenue from customs, 
enforcement of naviration laws under section 102, Reorganization Plan No. III 
of 1946, and of other laws enforced by the Bureau of Customs, and the detection 
and prevention of frauds’? have been deleted as unnecessary for the purpose of 
simplification. 

The qualifying phrase ‘“‘expenses of the Bureau of Customs’’ has been inserted 
for the purpose of uniformity and standardization of language between appro- 
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priations so that the introductory wording for this item will read ‘For necessar 
expenses of the Bureau of Customs, * * *,” 

The phrase “not to exceed $100,000 for the securing of information and eyi- 
dence,” has been deleted under authority of a ruling attained from the Comp- 
troller General (Comptreller General Decision No. B106230, Nov. 30, 193) 
to the effect that it may be considered a “‘necessary expepse”’ of the enforcement 
of the customs laws. 

The phrase “transportation and transfer of customs receipts from points 
where there are no Government depositories;’”’ has been deleted as unnecessar 
for the purpose of simplification. 

The phrase, “‘expenses of seizure, custody, and disposal of property;” has bee: 
deleted as unnecessary since such expenses are authorized by 19 U. 8. C. 15s} 
(FN), 482, 1594, 1595, 1605, 1606 through 1612. 


Salaries and expenses, Bureau of Internal Revenue 


The phrase “‘in assessment and collection of internal-revenue taxes; administra 
tion of the internal-revenue laws: discharge of functions imposed upon the Com 
missioner of Internal Revenue by or pursuant to other laws; investizations con- 
cerning the enrollment or disbarment of practitioners before the Treasury Depart- 
ment in internal-revenue matters; and acquisition, operation, maintenance, and 
repair of property under title ITI of the Liquor Law Repeal and Enforcement \¢; 
(40 U.S. C. 304f-m)”’ has been deleted as unnecessary in the light of action take, 
under Reorganization Plan No. 26. 

The qualifving phrase ‘‘of the Bureau of Internal Revenue” has been inseried 
for the purpose of uniformity of language and standardization as between varios; 
appropriations so that the introductory provision to this item will read ‘Por 
necessary expenses of the Bureau of Internal Revenue * * *.” The phra 
“acquisition of the foregoing 300 passenger motor vehicles insofar as possible ; 
be from automobiles seized in accordance with law, in lieu of purchase, and jp 
addition, the Bureau of Internal Revenue may utilize not to exceed 20 passenger- 
motor vehicles acquired through seizure as provided by law,”’ which phrase was 
introduced fer the first time in the Appropriation Act for 1952, has been deleted 
as unnecessary. It has been the practice of the Bureau in the past and will con- 
tinue to be the practice in the future, to obtain as many of the replacements to the 
fleet as possible from automobiles seized in accordance with law. 

The qualifying phrase “of Internal Revenue” following the reference to the Com- 
missioner has been deleted as unnecessary. 

The phrase ‘expenses of seizure, custody, and disposal of property,’’ has bee 
deleted as unnecessary since necessary authority therefor is found in the Internal 
tevenue Code 26 U. 8. C. 3690, 3700, 3716, 3720, and 3721. 

The phrase ‘purchase of chemical analyses and expenses of testimony thereon,” 
has been deleted as unnecessary since authority provided elsewhere in the appro- 
priaticn language relating to the employment of services under section 15 of the 
act of August 2, 1946, is considered broad enough to cover this matter. 

The phrase “securing of information and evidence; and not to exceed $500,000 
for detecting and bringing to trial persons guilty of violating the internal-revenue 
laws or conniving at the same, as authorized by law (26 U.S. C. 3792); has been 
deleted under authority of a ruling obtained from the Comptroller General of the 
United States, Decision No. B106230, November 30, 1951, to the effect that suc! 
authority is necessarily embraced by the term “‘necessary expenses’’ in the 
complishment of its law-enforcement work. 


Additional income tax on railroads in Alaska 


The phrase “of 1 per centum collected on the gross annual income of all rail- 
road corporations doing business in Alaska, or business done in Alaska, whichi tay 
is in addition to the normal income tax collected from such corporations on net 
income, the amount of such additional tax to be applicable to general Territoria! 
purroses,”’ has been deleted as unnecessary for the purposes of simplification. 

The phrase “collected pursuant to section 1300 of the Internal Revenue Code, 
such amounts as may be necessary,” has been inserted forthe purpose of convert! 
this appropriation from a definite annual status to an indefinite annual appro 
priation. It should be noted that prior to 1934 a permanent appropriation wa- 
provided for this item. The Permanent Appropriation Repeal Act of 1984 con- 
verted it along with various other appropriations to a definite annual status. A! 
taxes collected under section 1300 of the Internal Revenue Code must be paid to 
the treasurer of Alaska and made applicable to general Territorial purposes. Au 
indefinite appropriation would facilitate the payment of these collections to thc 
Alaskan government. Under present requirements, any excess of receipts over 
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the amount appropriated is susmbing <9 to be appropriated for the following fiscal 
year (sec. 1301, Internal Revenue Code). An indefinite appropriation would 
eliminate any delays i in the payment of these funds. 

Salaries and expenses, Bureau of Narcotics 

The word “expenses”’ and the phrase ‘‘to enforce sections 2550-2565, 2567-2571, 
2590-2603, 3220-3228, 3230-3238 of the Internal Revenue Code: the Narcotic 
Drugs Import and ac Act, as amended a U. S. C. 171-184), the act. of 
June 14, 19380 (5 U. C. 282-2 7 and 21 U. C. 197-198); and the Opium 
Poppy Control Act of “1942 (21 U. C. 1s8-isie)” has been deleted as unneces- 
sary for the purpose of Tei Bioaiion. 

The phrase “expenses of the Bureau of Narcotics’? has been inserted for the 
purpose of uniformity of language and standardization between the various appro- 
priations so that the introductory wording for this item will read “For necessary 
expenses of the Bureau of Nareoties * *  *,’ 

The phrase “purchase of chemical analyses and testimony thereon’? has been 
deleted since the authority to employ services under section 15 of me act of 
August 2, 1946, contained elsewhere in the appropriation language for this item 
is considered broad enough to cover this matter. 

The phrase ‘fexpenses of seizure, custody, and disposal of property’? has been 
deleted since such authority is granted in basie legislation (49 U. S. C. 785; 21 
U.S. C. 173) and the term ‘‘necessary expenses”’ is ccnsidered broad enough to 
cover the matter. 

The phrase ‘‘not to exeeed $10,000 for the collection and dissemination of infor- 
mation and appeal for law observance and law enforcement, including cost of 
printing; securing of information and evidence”; has been deleted as unnecessary 
in accordance with a ruling obtained from C ompt roller General (Decision B106230 
November 30, 1951), to the effect that this was a ‘necessary expense’”’ of the 
enforcement of the narcotics laws. 

Bureau of Engraving and Printing 

The language relating to the Bureau of Engraving and Printing in the annual 
appropriation act has been deleted in its entirety as being unnecessary since the 
enactment of Public Law 656, Eighty-first Congress. 

Salaries and expenses, Secret Service 

The phrase ‘‘For expenses necessary in detecting, arresting, and delivering into 
other eustody dealers and pretended dealers in counterfeit money, persons engaged 
in counte rfeiting, forging, and altering United States notes, bonds, national bank 
notes, Federal Reserve notes, Federal Reserve bank notes, and other obligations 
and securities of the United States and of foreign governments (including endorse- 
ments thereon and assignments thereof), as well as the coins of the United States 
and of foreign governments, and persons committing other crimes against the 
laws of the United States relating to the Treasury Department and the several 
branches of the public service under its control; for the protection of the person 
of the President, the members of his immediate family, the Vice President, and 
of the person chosen to be President of the United States; purchase (not to exceed 
thirty-five for replacement only) and hire of passenger motor vehicles: arms and 
ammunition; and not to exceed $20,000, with the approval of the Chief of the 
Secret Service, for services or information looking toward the apprehension of 
criminals ,”’ has been deleted as unnecessary since the enactment of Public Law 79, 
Kighty-seeond Congress, which provided basic authority for the activities of the 
United States Secret Service. 

The phrase “For necessary expenses of the Secret Service Division, including 
purchase (not to exceed twenty for replacement only) and hire of passenger motor 
vehicles; and arms and ammunition;” has been inserted for uniformity of language 
and standardization between the various annual operating appropriations. 


Salaries and expenses, White House Police 

No change. 

Salaries and erpenses, quard force 

The phrase ‘“‘purchase of one station wagon for replacement only’’ has been 
inserted as a necessary requirement of law to obtain the authority requested. 

The phrase “Provided, That funds may be advanced or reimbursed to this 
approvriation from the Bureau of Engraving and Printing to cover service rendered 
such Bureau: Provided further, That the Secretary of the Treasury may detail two 
agents of the Secret Service to supervise such force” has been deleted as unneces- 





sary in accordance with arrangements made for the Bureau of E ngraving ay d 
Printing to reimburse the Secret Service Division for guard services rendere 
under authority of section 601 of the Economy Act beginning with the fiscal year 
1953. 

Salaries and expenses, Rureau of the Mint 

The phrase “at the mints at Philadelphia, Pennsylvania, San Francisco, Sue 
fornia, and Denver, Colorado; the assay offices at New York, New York, 
Seattle, Washington; the bullion depositories at Fort Knox, Kentue ky, and W es 
Point, New York; and the Office of the Director of the Mint, and for carrying 
the provisions of the Gold Reserve Act of 1934 and the Silver Purchase Act of 
1934, including” has been deleted as unnecessary in order to simplify the language 
and make it uniform. 

The phrase “of the Bureau of the Mint, including establishments at the same 
locations as during the prior fiscal year’? has been inserted for the purposes of 
uniformity and simplification. 

The phrase “purchase of one passenger motor vehicle (for replacement only 
has been deleted as unnecessary in 1953. 

The phrase ‘cases and enameling for medals manufactured,” has been deleted 
as unnecessary in aceordance with the ruling obtained from the Comptroller 
General of the United States (Decision B106230, November 30, 1951), to the effect 
that such expense is necessary and incidental in connection with the regular 
statutory functions of the Bureau of the Mint. 

The phrase “‘loss on sale of sweeps arising from the treatment of bullion an: 
manufacture of coins’? has been deleted as unnecessary a e this is considered 
be a “necessary expense” authorized by law (31 U.S. 355). 

The phrase “and not to exceed $1,000 for ac witaibien, at the dollar face amount 
or otherwise, of specimen and rare coins, including United States and foreign gold 
coins and pieces of gold used as, or in lieu of, money, and ores for addition to the 
Government’s collection: has been deleted as unnecessary in accordance with a 
ruling obtained from the Comptroller General of the United States (Decision 
No. B106230, November 30, 1951), to the effect that this may be considered a 
necessary expense”’ of the statutory functions of the Bureau of the Mint. 


Operating expenses, Coast Guard 

The word “necessary” is transposed for purposes of uniformity in the language 
so that the introductory wording of this item reads “For necessary expenses for 
the operation and maintenance of the Coast Guard * * *,” 

The phrase ‘pay and allowances, as authorized by law for commissioned officers, 
cadets, warrant officers, and enlisted personnel, on active duty” is deleted for 
purposes of simplification as being unnecessary. 

The limitation ‘not to exceed $280,000 for recreation, amusement, comfort, 
and contentiment of enlisted personnel of the Coast Guard to be expended pursuant 
to regulations prescribed by the Secretary” is deleted and the words “recre alls 
and welfare” are added to provide uniformity with the Navy and for simplifi: 
of language 

The phrase ‘Provided further, That no part of this appropriation shall be 
to pay any enlisted man of the Coast Guard while detailed for duty at © 
Guard headquarters if such detail increases above 55 the total number of enlis 
men so detailed to duty at such time” has been Cceleted to provide flexibilit) 
the staffing of headquarters to meet national defense contingencies, 

The language in the second proviso relating to the merger of appropriation 
accounts at the end of the fiscal year has been amended to make it applicabl 
the appropriation for the fiscal vear 1953. This proviso was included in fiscal 
years 1951 and 1952 to simplify accounting and disbursing procedures in keeping 
with the program for improved accounting. It was deemed advisable to continw 
this language in its present form for another year so that the accounting implica- 
tions involved may be considered from the standpoint of other administrative 
appropriations Ww hich are confronted with the same common accounting problems, 
before action is taken to obtain necessary basic legislation. 

The final provision, which was inse rted by the Supplemental Appropriation Act 
for 1952, has been deleted as unnecessary and inapplicable. 

Acquisition, construction, and improvements 

The deletions indicated in the language for this item have all been made for the 
purpose of eliminating unnecessary words, simplification, and making the ap- 
propriation language uniform. 
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The phrase “necessary expenses of acquisition, construction, rebuilding, and 
improvement,” “shore facilities,” including,” and “related thereto” have been 
inserted for the purposes of uniformity and simplification. The phrase ‘‘necessary 
expenses”’ is construed as including all expenditures for personal services and 
administrative expenses directly relating thereto, thereby making the related 
phraseology proposed for deletion unnecessary. 

The phrase “‘and services as authorized by section 15 of the Act of August 2, 
1946 (5 U.S. C. 55 (a)),” has been inserted in order to make this appropriation 
available for the employment of experts or consultants whose services are a proper 
charge against this appropriation rather than against the appropriation ‘“‘Operat- 
ing expenses, Coast Guard.”’ 

Retired pay 

The phrase “for commissioned officers, warrant officers, and enlisted per- 
sonnel; for certain members of the former life Saving Service authorized by law 
(4 U. S. C. 481b); and for certain officers and emplovees entitled thereto by 
virtue of former employment in the Lighthouse Service engaged in the field serv- 
ice or on vessels of the Coast Guard (83 U.S. C. 763, 765)”’ has been deleted as 
unnecessary. 

Reserve training 

The provision relating to the merging of fiscal vear appropriations into one 
account similar to that included in the appropriation language for “Operating 
expenses, Coast Guard’’ has been inserted for the purpose of simplifying the 
accounting and disbursing procedures in keeping with the program for improving 
accounting. This proposal will place the accounting for the appropriation ‘Re- 
serve Training’ on the same fiscal basis as the appropriation “Operating expenses, 
Coast. Guard.”’ 

The proposed changes in each of the appropriation items indicated above elimi- 
nate Many unnecessary words and phrases without changing the intent and 
purposes of the appropriation. 

Mr. Gary. Thank you, Mr. Johnson. I want to tell you that the 
committee appreciates your helpful cooperation in the handling of the 
witnesses for the hearings on this matter. You always are very heip- 
ful to us, and we appreciate it. 

Mr. Jonnson. Thank you, Mr. Chairman, and gentlemen of the 
committee. If I can be of any help, let me know. 


FRIDAY, JANUARY 25, 1952. 
Diamonps HeELp By GENERAL SERVICES ADMINISTRATION 


WITNESSES 


LEE LLOYD, CHIEF, DISPOSALS BRANCH, GENERAL SERVICES 
ADMINISTRATION 

T. V. WILDER, DIRECTOR, RESEARCH AND DEVELOPMENT DIVISION, 
EMERGENCY PROCUREMENT SERVICE 


Mr. Gary. Mr. Lloyd and Mr. Wilder, ducing the hearing before 
this committee on the appropriation request of the Bureau of Customs, 
the Bureau reported seizures of a great many gem diamonds. The 
total value amounted to a substantial sum of money. They stated 
to the committee that these diamonds transferred to ihe General 
Services Administration, usually by court order. They did not know 
what dispositions were finaily made of them, and consequeatly our 
committee has asked you to come up today to tell us just bow they 
are handled, and what disposition is made of them. 

Mr. Lloyd, will you tell us just what your position and Mr. Wilder’s 
is with the General Services Administration? 
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Mr. Luoyp. I am Chief of the Disposals Branch of the Genera] 
Services Administration; and as such reports are made to me of. 
this case, forfeited or seized property. 

Mr. Wilder is Director of the Research and Development Division 
of the Emergency Procurement Service, which also is GSA. 

{ have partially explained my part of this. The reports of items 
of property that are seized, with the exception of reports on narcotics. 
which we do not receive at all, are made to my office, and thereupon 
we endeavor to find some Federal agency who can use this property 
and if we do we apply to the court upon their request to have a decrce 
rendered with regard to the property in favor of the agency who has 
requested it. 

That is what took place in connection with the diamonds in question, 


in 


USE OF GEM DIAMONDS 


Mr. Gary. What agency of the Government is using gem diamonds? 
Mr. Luoyp. If I may, I will turn that question over to Mr. Wilder, 
who I think can clarify very quickly exactly what is done with them. 

Mr. Gary. We will be glad to hear you, Mr. Wilder. 

Mr. Witprer. We do not use gem diamonds as such, but we can 
utilize the gem diamonds for trading purposes to amplify the amount 
of industrial diamonds which we can put into the stockpile. We put 
industrial diamonds into the stockpile in two forms: one is diamond 
crushing bort, and the other is industrial stones; neither of which do 
we have a sufficient quantity at the present time. We would propose 
to use these diamonds at a time when it is to the interest of the Gov- 
ernment to trade them off for industrials, or sell them at a propitious 
time when the market would enable the Government to get the greatest 
appreciable gain. 

Those are the two alternatives; and our main interest in them is to 
have them for trading purposes for industrials at such time as we can 
make a trade in the interest of the Government. 

(Discussion off the record.) 


DISPOSITION 


Mr. Gary. Can you furnish to the committee a complete state- 
ment as to the number of gem diamonds that have been turned over 
to your agency, the disposition of any which may have been disposed 
of, and the number disposed of up to the present time? 

Mr. Witper. I can tell the amount in carats—that is the normal 
way we account for the diamonds. 

We have not dispesed of any gem diamonds as such to this date 
We did not receive notice on any of these gem diamonds until May 
of last year. It is not an old program; it is relatively new, and at 
this time gem type of diamonds are generally fairly plentiful and the 
thought is to trade or sell the diamonds at such time as it will be to 
the best interest of the Government to dispose of them. 





RESPONSIBILITY 


Mr. Gary. Who has charge of these diamonds? 

Mr. Wivper. These diamonds are in the charge of the General 
Services Administration and specifically the Emergency Procure- 
ment Service. 

Mr. Gary. For the record, what is that Service? 

Mr. Witprer. That is the Service which is charged with stock- 
piling of diamonds for national defense. 

Mr. Gary. Who is the head of it? 

Mr. Witper. I am representing the Commissioner of the Emer- 
eency Procurement Service, Mr. A. J. Walsh. 

Mr. Gary. Then he is actually the custodian? 

Mr. Wiuper. He is the custodian of the diamonds, and the agency 
has responsibility for the procurement of strategic materials for the 
national stockpile and the maintenance of strategic materials in the 
stockpile. 

STORAGE 


Mr. Gary. How are they being stored? 

Mr. Witper. They will be stored or are stored—I have not seen 
the diamonds—but these diamonds are put in metallic-seal com- 
partments, graded and identified on the box and put in a vault. 

And at any time they would be moved from there they would be 
moved to another Government vault, where we store diamonds. 

Mr. Gary. Are any of the gem diamonds being traded tor, or 
treated as, commercial diamonds? 

Mr. Witprr. No. They are listed in our records as cutable and 
polished stones, which means that they would be suitable for cutting 
for the general trade. 


STATEMENT OF DIAMONDS RECEIVED 


Mr. Gary. Will you furnish us with a statement showing the 
diamonds which have been turned over to you? 

Mr. Liuoyp. Those would be the ones that come to us through an 
award by the court. 

Mr. Gary. Yes; and you are the one who keeps the records. 

Mr. Luoyp. Only up to the point of completion of the report and 
action by the court. We applied to the court, on behalf of, in this 
case, the Emergency Procurement Service. 

Mr. Gary. You will give us a list of the diamonds that you have 
received? 

Mr. Witper. A list by just the total carats? 

Mr. Gary. Whatever you have. 

Mr. Witper. We can tell you now the amount of carats and the 
amount of dollars represented. 

Mr. Steminskti. I think the units are important, are they not, 
Mr. Chairman? 

Mr. Gary. We would like to have that. 
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Mr. Luoyp. They are not reported on that basis; they are reported 
as sO Many carats; they are not individually picked up and identified 
as individual diamonds. 

Mr. Gary. We would like to have at least the number, and T do 
not think it is necessary to have the carats of each stone, but I think 
you could give us the number and the total carats and their estimated 
value. 

Mr. Luoyp. The appraisers’ value. 

Mr. Gary. Yes; whatever value you place on them. 

Mr. Wiiper. I| think we could tell you right now how many carats 
are involved and the appraised value, and we will supply the informa- 
tion on the number of actual diamonds. 

Mr. Gary. We would prefer that vou make up a statement for us, 
showing separately the delivery under each court order that referred 
them to you. 

As I understand it there have been several seizures and in each case 
the court has entered an order. We would like to know which ones 
were turned over to you on each court order, the number of stones, 
the weight in carats, and the value. 

Mr. Witprer. We will be very happy to do that. 


IDENTIFICATION OF STONES 


Mr. Steminski. Are they serialized in any manner so they can be 
identified for any purpose? 

Mr. Wriper. I think we may have to do some work to do that; | 
do not know that this has been done up to this date. 

Mr. Steminskt. For instance, the Navy has a stock record of every 


item, and it seems to me that for a commodity of such value as dia- 
monds, there ought to be a stock number. 

Mr. Luoyp. You mean for each individual stone? 

Mr. Steminskt. Thev are very valuable. 

Mr. Luoyp. I am just trying to identify what you want. 

Mr. Sreminskt. They give a serial number to every nut and bolt 
kept in stock by the Navy, and I do not see why an article as valuable 
as a diamond would not justify having a serial number, just as ever) 
five and dime item is kept. 

Mr. Luoyp. A serial number applied to the box? 

Mr. Stemrnskt. It seems to me there ought to be a stock number 
assigned to each diamond, giving the appraised value of that particular 
diamond with the serial number attached to it. Do you think I am 
off base in requesting that? 

Mr. Gary. I do not think you are off base. If they do not have 
that information, however, I think they should give us such informa- 
tion as they have. We can then make any recommendations we desire 
as to further identification. 

Mr. Steminski. This is a new operation for them. It is a store- 
keeper operation, and proper storekeeper procedure would dictate, 1! 
eems to me, that every single item be properly identified; that would 
be done by a jeweler—Tiffany certainly would do that. 

Mr. Gary. I think we certainly ought to have each diamond 
pretty well identified. 





LIST OF DIAMONDS STOCKPILED 


Will you give us a statement supplying such information as you 
now have, certainly the number of carats and value? If you do have 
any identification on each diamond, we would like to have that. 

Mr. Witprer. We will give you whatever we can, and we will be 
glad to take whatever steps you feel should be taken to further 
identify the materials. 

(The following information was submitted later:) 

JANUARY 28, 1952. 
Hon. J. VAUGHAN Gary, 
Chairman, Treasury and Post Office Subcommittee of the es Appropriations 
Committee, House of Representatives, Washington 25, D. ( 

Dear Mr. Gary: Reference is made to the hearings held by veut eubeoenmbittee 
on January 25, 1952, with regard to diamonds and narcoties which the Bureau of 
Customs has made available to the Emergency Procurement Service. 

The detailed information which your subcommittee requested with regard to 
the identification of the diamonds in question will be secured from our New York 
office and should be available within the week. The summary record which we 
are able to supply you at this time is as follows: 

a 


SEIZED DIAMONDS IN CUSTODY OF THE EMERGENCY PROCUREMENT SERVICE 


Seizure Nos. 31506 and 317738—GS-—OOP-1025 (SCM), eastern district of New York 
Decree of forfeiture, May 18, 1951, for 1,862.94 carats, totaling $305,082. 
Delivery taken by EPS June 6, 1951, showing actual weight of 1,866.19 carats 

and appraised value of $276,475.25. 

Setzure No. M—272—GS-OOP-1026 (SCM), southern district of Florida 
Decree of forfeiture, July 5, 1951, for 1,076.06 carats, totaling $119,346.50. 
Delivery taken by EPS July 31, 1951, showing actual weight of 1,075.77 carats 

and appraised value of $117,797.65. 

Seizure No. 31945—GS-OOP-1027, southern district of New York 
Decree of forfeiture, July 13, 1951, for 1,703.60 carats, totaling $250,555. 
Delivery taken by EPS September 11, 1951, showing actual weight of 1,703.24 

carats and appraised value of $214,379.43. 

Seizure No. 31509—GS—OO P-1028, southern district of New York 
Decree of forfeiture, July 24, 1951, for 1,674 carats, totaling $243,443. 
Delivery taken by EPS January 25, 1952, showing actual weight of 1,674 carats 

and appraised value of $243,443. 

Total seized diamonds delivered to the Emergency Procurement Service: 

6,319.20 carats appraised at a value of $852,095.33. 

Sincerely yours, . 
T. V. WILpEr, 
Director, Research and Development Division. 
(The detailed identification of material referred to in the second 
paragraph had not been received by the committee at the time of 
printing.) 
DISPOSAL 


Mr. Gary. How many of the diamonds that have been turned over 
to you, under this program, have been disposed of up to now? 
Mr. Witper. None have been disposed of. 
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Mr. Gary. Have you any planned program to dispose of them? 

Mr. Wiper. The general plan of disposal is to dispose of ther 
when we can make a reasonable disposition for either industrials, oy 
if the time should come when it would be in the interest of the Govern- 
ment to sell them outright, they will be sold at the time when tive 
market is right. 

We take them mainly on the basis they can be traded for items in 
which we have an interest in securing. 

These diamonds are treated by us as any other surplus commodit\ 
that is decreed to us, they are beneficiated or exchanged for items 
which are suitable for stockpile. In other words, when any stratevic 
and critical materials are declared to us that are not of stockpile 
form, they may be beneficiated or exchanged for the equal value of 
stockpile grade materials. 

Mr. Luoyp. I think it might:also be interesting and informative 
to know that I had some little to do with it, in that we made the 
suggestion that instead of disposing of these gems today, under con- 
ditions whereby the Government might get $200,000 for them, we 
might later dispose of them and probably get 10 or more carats for 
each one in exchange for industrial diamonds, and thereby get the 
full industrial value and stand the chance of saving from $600,000 
to $700,000 for the Government. I was quite interested in bringing 
that about. 

Mr. Gary. I think the question of disposition is one that ought 
to be given very serious consideration. You have a new program 
here, and it should be handled with care. 


LOTS RECEIVED 


How many lots have been decreed to vou; can you tell us offhand? 

Mr. Witper. I think there are five lots. 

Mr. Gary. Five separate lots that have been turned over to vou? 

Mr. Witper. That is right. I think that we examined them on 
the basis of four lots. 

Mr. Luoyp. Two came in about the same time. 

Mr. WitpEr. Two came in close together and were examined }\ 
our people, they were considered as one lot, in the sense that we 
handled them as one lot. And I might add that we deal direetly with 
the Diamond Syndicate in London in making our purchases of indus- 
trial diamonds. 

Mr. Gary. The stockpiling program estimates were considered !\ 
this committee for a good many years, when the Bureau of Supplies 
of the Treasury Department was handling it. 

Mr. Wiper. The same personnel is handling the program today, 
only it has been transferred over to General Services Administration. 


STOCKPILING INDUSTRIAL DIAMONDS 


Mr. Gary. We do not want any information on the record that ts 
not in keeping with the national security, however, I wonder if you 
could tell us your present program for stockpiling industrial diamon(s. 
Would you prefer to give that information off the record? 

Mr. Wiiper. Yes; I think I should like to have it off the record 

(Off-record discussion.) 





NARCOTICS 


Mr. Gary. Do you also receive narcotics that have been seized? 

Mr.WILpER. We receive narcotics. As far as our records show 
there would be a very infinitessimal part that we could identify as 
being seized articles. We have received something over 5,000 ounces 
of smoking opium residue that were converted into morphine sulfates, 
and when converted, represented some 408 grams, which is less than 
an ounce and which sells for about $12 an ounce. 

We buy opium in the market and we receive drugs which are 
furnished from various other governmental agencies that are declared 
surplus. 


STOCKPILING SEIZED AND FORFEITED NARCOTICS 


Mr. Gary. A large part of the opium, heroin, and other narcotics 
that are being seized in raids are turned over to you by Dr. Anslinger 
for stockpiling are they not? 

Mr. Wiper. That could be true, Mr. Chairman, but we would 
have no way of identifying if it were seized material. 

The only reason I can tell you about opium smoking residues is, 
that it is listed in that manner, and other types of materials cannot 
be identified by us as confiscated. 

Mr. Gary. Would you get it from the Bureau of Narcotics in large 
quantities? 

Mr. Witper. The Bureau of Narcotics would have control over 
what came to us, but not over the materials which they do not have. 
In other words, among these drugs that are delivered to us as surplus, 
a certain amount of them come directly from the Bureau of Narcotics, 
and could be forfeited materials. 

If they came in the form of capsules ordinarily used by the medical 
profession we would not know whether it was confiscated or seized 
as distinguished from material which came to us, say, from a veterans 
hospital as surplus to its needs. 

Mr. Gary. The Bureau of Narcotics handles surplus supplies, and 
it also turns over to you the narcotics that come in through seizures; 
is that correct? 

Mr. Witper. We get narcotics in dosage forms from surplus sup- 
plies of other agencies. 

Mr. Gary. But that is supervised by the Bureau of Narcotics? 

Mr. Wixper. I do not believe it necessarily is supervised by them. 

Mr. Luoyp. I think I can put it this way: If it comes from another 
Federal agency like the Veterans’ Administration, they report to 
the Bureau of Narcotics, in accordance with instructions from the 
Bureau of Narcotics, and that would not ordinarily be seized or for- 
feited property; it would be just something that they had purchased 
and perhaps were substituting something else for it, or were closing a 
hospital, and the narcotics would simply be excess to their needs, 
and it would not necessarily enter Bureau of Narcotics records at all; 
the Bureau of Narcotics gives instructions for specific handling of all 
narcotic materials. 

That which is seized and forefeited again is not reported to us; it is 
reported to the Bureau of Narcotics, and it is handled—TI am not sure 
just as to that. 

Mr. Gary. Do you get any drugs from the Bureau of Narcotics? 
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Mr. Luoyp. We get no narcotics; Mr. Wilder from the Emergency 
Procurement Service works with stockpiling, and I think he can 
answer your question. 

Mr. Witper. We have other agencies declaring items to us as 
surplus to their needs. 

Now, whether or not the Bureau of Narcotics enters into the chain 
of transactions in these cases, I do not know. 

Mr. Gary. Does the Bureau of Narcotics turn over to you narcotics 
seized by it? 

Mr. Witper. The Bureau of Narcotics has turned over materials 
to us, but we would have no way of knowing, other than by the de- 
scription of the material received. 

Mr. Gary. I understand that, but they do turn over drugs to you? 

Mr. Witper. Yes. But there is no way we would know whether 
it was seized or forfeited. 

(Off-record discussion. ) 


CIVILIAN-MILITARY STOCKPILING 


Mr. Gary. Is your organization, Mr. Wilder, stockpiling narcotics 
for the civilian defense, as well as the military defense program? 

Mr. Witper. | could not tell you specifically how much civilian 
defense requirements are included in the stockpiling objective that 
was established by the Munitions Board or how much we are currently 
purchasing for the stockpile would be proportionately for civilian 
defense. The Munitions Board sets the objective and gives us the 
purchase order or directive against that objective. 

Mr. Gary. Do you have two stockpiles, or is there only one 
stockpile? 

Mr. Winper. As far as I am concerned, there is only one national 
stockpile. Whether the civilian defense was included in national! 
stockpile requirements for these materials, in addition to military, | 
personally do not know; however, there must have been some con- 
sideration of that kind. 

Mr. Gary. The civilian defense agency is not building up a separate 
stockpile? 

Mr. Witper. That, I do not know. 

(Off-record discussion. ) 


ORIGINAL DISPOSITION OF DIAMONDS 


Mr. Canrietp. Mr. Wilder, this program with respect to diamonds 
has been in your hands since May of 1951? 

Mer. Wiiper. The first court order which identified us as the re- 
cipient was in May of last vear, yes. 

Mr. Canrizitp. What Government agency handled it theretofore? 

Mr. Wiper. I assume the diamonds were sold on a court order for 
whatever price they could get. 

Mr. Canrietp. Sold under the same procedure, except through a 
different agency? 

Mr. Wreper. Mr. Lloyd would be able to tell you. I would be 
under the impression that it would be sold according to the court’s 
decree. 

Mr. Luoyp. Usually the court has ordered the sale by the United 
States marshal and he sells the articles by competitive bids. 
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Mr. Canrietp. And your agency of course gets priority? 

Mr. Luoyp. The report comes to us. However, before this time, 
there was never any such quantity as this. U sually there were three 
or four diamonds, and usually we have never asked the court to make 
a decree for diamonds in favor of any agency at least during my 
acquaintenace with the program, until this big—this large quantity 
came to light. In these individual cases the practice invariably had 
been to let the court decree sale by the United States marshal, and he 
thereupon makes the disposal in the manner ordered by the court. 


HANDLING OF DIAMONDS 


Mr. Canrietp. When this committee heard about the rather large 
seizure, it was concerned about the handling of these diamonds. Can 
you tell us the number of hands that have to do with these diamonds 
before they go into the New York assayer’s vault? 

Mr. Luoyp. | think I can give you an estimate, because each case 
would be typical. Now, let me see what the report indicates: The first 
report that came to us from the Bureau of Customs indicated that there 
were a total of almost 1,700 carats stored in the vault of the Manu- 
facturers Trust Co. on Montague Street, Brooklyn, who was the official 
custodian of the collector at that time. ‘They remained there, so far 
as | know, until the court’s decree was rendered. When we apprized 
the Emergency Procurement Service that a decree had been rendered 
in their favor, thereafter they took over, theoretically, at least, the 
inventory; and from that point | would like to have Mr. Wilder tell 
you what they did. 

Mr. Gary. So far as the procedure up to that point is concerned; 
when these diamonds are seized they have to be held by the marsha! 
or by the clerk of the Court or the seizing agency until the case is 
disposed of, for two reasons; in the first place, they sometimes have to 
be produced before the court as evidence in the case to secure convic- 
tion, and, in the second place, they are held subject to the order of 
the court and they cannot be disposed of until after the court’s order 
The court cannot order disposition until it has been established that 
they were Hheaails held by the person from whom they were taken. 
So, until it has been established that a crime has been committed, 
and that the diamonds are subject to forfeit, they have to be held in 
the custody of the court. When the court determines that they are 
subject to — it then the court can order their disposal. 

Mr. Luoyp. That is right. 


APPRAISAL 


Mr. Canrietp. Now, vou describe these holdings as 2,000 carats, 
valued at $850,000. At what time in this procedure are they valued 
or appraised, and by whom? 

Mr. Lioyp. In the first instance we get an appraised value included 
in the report from the Bureau of Customs, and that is the value, and 
that is the quantity caratwise that is referred to in the application to 
the court. 

After it has been decreed to Emergeney Procurement Service, as it 
was in this case, their own appraisers check the weights and give their 
own appraisal, and Mr. Wilder, [ am sure, has his appraisers and has 
his people arrive at it, both as to weight and as to dollars involved. 
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Mr. CanFievp. Mr. Lloyd, I think that you answer my earlier ques. 
tion when you now indicate that most of the handling is in customs. 

Mr. Luoyp. Yes. 

Mr. Witper. Customs would handle it and at the time we took ove 
custody our consultant would examine those diamonds to see that t!y 
weight was properly there. They would be weighed and appraised as 
to their value. We utilize the services of Mr. Neilson, who is with the 
Norton Co., a tremendous buyer of diamonds, as our consultant, ani 
he is the one who appraises values, and whether or not the caratage is 
as customs has declared it. The caratage decreed varies with ow 
weighing of the diamonds by 2 carats, two additional carats. 

Mr. Canrieip. In these five lots, Mr. Lloyd what would you say 
was perhaps the largest and most valuable? 

Mr. Wiiper. I have not seen them personally, I could not te!! 
you; | do not know. Mr. Lloyd, do you? 

Mr. Luoyp. No; I could not tell you. 


USE OF INDUSTRIAL DIAMONDS 


Mr. Canrieip. Now, my other question is this: What would you 
sav the chief uses are of the industrial diamonds that you are stock- 
piling? 

Mr. Wixper. The chief use of industrial diamonds is for diamond 
tools, including drills and dies. Abrasive wheels are your main use 
for industrial diamonds. 

Mr. Canrrevp. In all types of drills, or mostly the fine type? 

Mr. Witper. No; they are also used for industrial rock drilling and 
similar industrial operations. 


CORRECTED NUMBER OF CARATS 


Mr. Witson. I will try not to repeat too much of this. You stated 
that it was approximately 2,000 carats? 

Mr. Witper. I can tell you what it is exactly according to ou 
records. Did I say 2,000? 

Mr. Witson. Yes. 

Mr. Witper. It should be 6,319.20. 

Mr. Witson. Six thousand and what? 

Mr. Wiper. 6,319.20. 

Mr. Wiuson. 6,319.20 carats? 

Mr. Witper. That is right. 


VALUE 


Mr. Witson. Have you stated the approximate value placed on 
those? 

Mr. Witprer. The appraisal value in our records is $852,095.33. 

Mr. Witson. That gives a pretty low valuation on those diamonds 
per carat. 

Mr. Wixper. I suspect that they are not the most valuable dia- 
monds in the world. 

Mr. Witson. Why would smugglers smuggle in any other than the 
most valuable diamonds? Off the record. 

(Discussion off the record.) 
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CUT DIAMONDS 


Mr. Wiper. I do not know what the proportion of cutables is. 
That is a rough stone suitable for cutting for gems and _ polishing. 
| do not know—I suspect the majority of them are not polished 
diamonds. They are still subject to being cut. 

Mr. Wiuson. There would be some loss? 

Mr. Witper. Yes, quite a bit of loss, and I take it a certain amount 
of risk in cutting those diamonds. 

Mr. Luoyp. It might be interesting at this point to mention the 
fact that the different sets of appraisers, the one from customs, and 
then this Mr. Neilson that Mr. Wilder referred to, were fairly close 
together in their appraisals. 

Mr. Witson. You do not have the number of pieces? 

Mr. Witprer. No, sir; I do not have that here, 

Mr. Witson. That is available, however? 

Mr. Gary. He is going to supply that for the record. 

Mr. Wiiper. I could not tell you definitely whether the number 
of pieces is mediately available. I see no record in the official papers 
going between customs and ourselves on that. 

Mr. Witson. Could we be provided with the number of carats that 
are cut and polished, and the number that are, perhaps, cut but un- 
polished, and the number that are in rough stone in carats, and also 
the value by dollars? 

Mr. Witper. | think you can, but I do not think we would have 
that particular record immediately available. However, it can be 
secured. 

Mr. Wriison. It seems inconceivable to me that vou could possibly 
keep track of these diamonds without knowing those things. By 
merely keeping the number of carats that vou have, especially with 
so many of them uncut, it is impossible to keep 2 very accurate check 
on the identity of the diamonds without having that information. 

Mr. Wiiprer. There will be in the package an accurate description 
of everything in that package. I do not have it here, but I shall be 
glad to get the information. 

(See letter on p. 527.) 

Mr. Luoyp. This is the report made to us by the Treasury, the 
initial report that came in to us which covers the first two, which are 
now considered as one package. 

Mr. Witson. I do not want to take the time to go into all of that 
now. 

Mr. Luoyp. No, sir. 

Mr. Witson. You have had charge of this program, you say, since 
Mareh 1951? 

Mr. Luoyp. In March we received notice that we would be the 
recipient of that first lot, these particular forfeited diamonds; yes, sir. 

Mr. Witson. I believe Mr. Canfield interrogated you in regard to 
what disposition was made of the diamonds prior to that time. | 
would like to know something as to the forfeited diamonds which were 
seized and turned over to others say in the 5 years prior to the time you 
people were given possession of yours. We will have to get that from 
some other source, I guess. 

Mr. Luoyp. I would think so. 
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COMPARISON OF GEM AND INDUSTRIAL DIAMONDS 


Mr. Witson. I gathered from some remarks you made earlier that 
in your trading you were only getting about 5 carats for 1. 1 do not 
know that you meant to place that proportion on the trading of in- 
dustrial diamonds for these gems. 

Mr. Luoyp. I had not heard that statement. The last I heard was 
10 or more for 1. 

Mr. Wiper. That would all depend on the particular quality of 
the ones you traded for. It might be considerably more than that. 

Mr. Witson. Are there any instances where gems did not have an 
equal value for commercial purposes with the commercial diamonds? 

Mr. Witprer. Your commercial diamond quite often is selected on 
the basis of the particular purpose for which it is intended, the purpose 
that your buyer of diamonds would be buying for. If you were buying 
for a particular purpose vou would have certain selections you woul 
prefer as an individual or as a user, but, generally speaking, the gem 
stock could be used for industrial purposes. It would be cut in a 
different way, but it could be used. You can use your gems of lower 
quality for industrials. There is a certain leeway where a low quality 
gem might be properly used as a higher quality industrial diamond. 
They come to a point where the line of demarcation might be a matter 
of individual choice. 


PRICE OF INDUSTRIAL DIAMONDS 


Mr. Wizson. In stockpiling industrial diamonds, about what do 
you usually pay? 
Mr. Witprr. We have paid as low as $1.75 a carat for diamond 


crushing bort. 

Mr. Winson. $1.75? 

Mr. Witprer. Yes. 

PRICE OF GEMS 
J 

Mr. Witson. Of course, a good gem diamond is worth all of the way 
from $400 per carat up. 

Mr. Witprr. That may be correct, | am not a diamond expert. 

Mr. Witson. There is a ratio of better than 100 to 1 in value 

Mr. Witprr. On our industrial stones we pay more than that for 
bort. 

Mr. Witson. For your industrial stones how far up do you go? 

Mr. Witper. I know that they run at least up to $10, and perhaps 
more than that a carat in some instances. 

Mr. Witson. That still leaves a ratio of about 40 to 1. 

Mr. Witper. There is still quite a difference; ves. 


SOURCE OF INDUSTRIAL DIAMONDS 


Mr. Witson. Where do most of your industrial diamonds come 
from? 

Mr. Witper. The bulk of the industrial diamonds, particularly 
the diamond crushing bort comes from the Belgian Congo. 

Mr. Witson. You buy them through Antwerp? 

Mr. Witper. We buy them under contract with the Belgians. 
They are examined over there before they are brought over here. 
Mr. Neilsen goes over there to make these examinations. 
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PURCHASE OF GEMS 


Mr. Witson. Have you, at any time in the past, bought any gems? 

Mr. Wivprer. No, sir; we do not knowingly buy gems. 

Mr. Witson. You have bought some unknowingly? 

Mr. Wiuper. No, sir. What i am saying is I do not know that we 
have. Iam sure we have not, because we have no authority to buy 
other than material suitable for stockpiling. The only reason that 
we have these gems is because they were surplus material. That is 
the customary procedure, and there is no exception being made of 
diamonds. 

Mr. Witson. I think, Mr. Chairman, I am going to need some 
answers from some other source before 1 go any further with my 
questions. 

Mr. Gary. Thank you, gentlemen; we are much obliged to you for 
your information. 


Monpay, JANUARY 28, 1952. 
EXPORT-IMPORT BANK OF WASHINGTON 


WITNESSES 


HERBERT E. GASTON, CHAIRMAN 

WALTER C. SAUER, VICE PRESIDENT 

SIDNEY SHERWOOD, SECRETARY 

ARTHUR M. ANDERSON, ASSISTANT TREASURER 

JOHN R. CROWN, ADMINISTRATIVE ASSISTANT TO THE SECRETARY 
FRANK J. WALSH, CHIEF, ACCOUNTS DIVISION 

R. MICHAEL RING, CHIEF, LOAN ACCOUNTS SECTION 


SALARIES AND EXPENSES 


Amounts available for administrative expenses 


1951 actual | 1952 estimate | 1953 estimate 


Limitation or estimate ae $965, 000 $950, 000 $1, 131, 000 
Proposed supplemental due to pay increases _ .__-_--- oon 75, 159 
Reimbursements from other accounts. - 26, 292 23, 500 13, 000 


Total available for obligation... .._-- 991, 292 1, 048, 659 1, 144, 000 
Unobligated balance, estimated savings... - , —73, 265 |... 


Total administrative expenses __-..__- Pee nee 918, 027 , 048, 659 1, 144, 000 


Administrative expenses by activities 


Description 1951 actual | 1952 estimate 1953 estimate 


Direct accrued erpenses 


Administration _- ee te, ee 5 ates $891, 735 $1, 025, 159 $1, 131, 000 


Accrued expenses payable out of reimbursements from other 
accounts 


Administration Es mE oe 26, 292 23, 500 13, 000 


Total administrative expenses -- _ -- - 918, 027 | 1, 048, 659 1, 144, 000 
' 
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Accrued mneninne by objects 


percents nieninigamaien i aiken ——7-$$ $$$ 


\ { 
Object classification | 195] actual | 1952 estimate | 1953 esti: 


| 
Summary of Personal Services 


Total number of permanent positions. - 
Full-time equivalent of all other positions____-- 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade ___- 
Crafts, protective, and custodial grades: 
Average Salary PRN eR ie $2, $2, 
Average grade - pa 2 Sars 3.3 CPC-3.3 | 
Personal service obligations: | 
Permanent positions ; Sichiccaiis Saar $768, 243 $882, 709 
Part-time and temporary positions Peete ae _ wah | , 14, 600 
Regular pay in excess of 52-week base_____- cet kwte jan 3, 500 
Payment above basic rates 2 2, 033 | 1,000 | 
Excess of annual leave earned over leave taken | 13, 660 27, 600 | 


Total personal service obligations | 792, 566 | 929, 409 
Deduct portion not chargeable to administrative expenses 6, 166 | 7, 000 


Net personal service obligations__._..__-- 786, 400 | 922, 409 


Direct administrative expenses 


01 Personal services ie . s ae 762, 690 | 903, 009 
02 Travel . : 34, 543 27, 400 
03 =Transportation of things 959 500 
04 Communication services i ie a lal 9,031 | 9, 400 
05 Rents and utility services i | 60, 583 61, 600 
06 Printing and reproduction beeen — 5, 986 6, 000 
07 Other contractual services he | 3,831 | 3, 000 

Services performed by other agencies ie 7,420 | 7, 000 
08 Supplies and materials___ ADs) : 6, 666 | 7, 000 


15 Taxes and assessments p 26 | 250) | 





Total direct administrative expenses. __- 891, 735 1, 025, 159 | 
Administrative exrpenses payable out of reimbursements from 
other accounts 
OL Personal services 23, 19, 400 
02 Travel ne y 2, 600 
04 Communication services ‘ 21: 100 
05 Rents and utility services a ; 2, 32 1, 400 


Total administrative expenses payable out of reimburse- 
ments from other accounts 26, 292 23, 500 
Total accrued expenditures - - - . ; 918, 027 1, 048, 659 


Analysis of expenditures 


1951 actual | 1952 estimate | 1953 estir 


Untiquidated obligations start of year: 
Undisbursed authorizations $560, 100, 000 | $685, 939, 871 
Outstanding loans disbursed by agent banks, reimburs | 
sable to them by Export-Import Bank on demand_--- 83, 057, 406 44, 864, 736 30, 


Total unliquidated obligations, start of year | 643,157,406 | 730,804,607 | 761, 0 
Obligations incurred during the year (net) 162. 747, 201 | 112, 460, 129 194, 
805, 904, 607 | 843, 264,736 | 955, 564, Tt 
Deduct unliquidated obligations, end of the year 730, 804, 604 761, 064, 736 | 870, 964, 75" 


Total expenditures (net) ! 75, 100, 000 82, 200, 000 84, 60) 


Expenditures out of prior authorizations (investment in the 
revolving fund) ‘ 75, 100,000 | — 82, 200, 000 | 84, 6 


1 Figures represent net borrowings for the year (borrowings less repayments). Maximum incr 
borrowing during the year is as follows: 1951, $75,200,000; 1952, $90,000,000 and 1953, $93,000,000. 





537 


ADMINISTRATIVE EXPENSES 

Mr. Gary. The committee will come to order. 

We will consider this afternoon the estimates of the Export-Import 
Bank of Washington for administrative expenses for the fiscal year 
1953. This is not a request for an appropriation but rather a request 
for authorization to use a portion of the receipts of the Bank for 
administrative expenses. 

We will insert in the record page 1 of the justifications, from which 
it appears that administrative expenses are requested in the amount of 
$1,131,000. 

(The justification referred to follows:) 


Comparison of budget for administrative expenses 


Objects 1951 actual 1953 estimated 


1952 estimated 


} 
| 


ge | a ae ee 


l'ravel Lt bis Le eee oe 
Transportation of things. _.__...-- 
Communications deuaitn 
Rents and utility services____- 
Printing and reproduction __ -- 


Other contractual services __._—.---- 


Supplies and materials.._.......--- 
Taxes and assessments _--~_- 


Total. 


Deduct reimbursements. -_................---- 


ae Oapenees. =. S|. sss... 


Number of employees (net after lapses) _ - 


Loans outstanding at end of year_____. 
Percent of expenses to loans_______-- 
Net income for year_. ale 
Percent of expenses to net income 


$786, 400 
34, 585 


959 | 


9, 243 


62,911 | 


5, 986 


11251 | 


», 666 
26 

918, 027 
891, 735 


$2, 321, 600, 919 


0.04 
$51, 615, 071 


26, 292 | 


130 | 


$922, 409 | 
30, 000 | 
500 | 

9, 500 | 
63, 000 | 
6, 000 | 
10, 000 | 
7, 000 | 
250 | 


1, 048, 659 


23, 500 | 


1, 025, 159 


135 | 

$2, 419, 300, 919 
0.04 | 

$50, 970, 678 
2.0 | 


$1, 002, 000 
40), 000 
1, 000 
10, 000 
66, 000 


1, 144. 000 

13. 000 

1, 131, 000 
146 

$2, 536, 900, 919 
0. 04 

$48, 394, 800 

> ¢ 


“ec 


GENERAL STATEMENT 

Mr. Gary. Mr. Gaston, do you have a general statement? 

Mr. Gastron. | have a brief general statement. Mr. Chairman. 
You have already called attention to the fact that we get our admin- 
istrative funds not by appropriation but by authorization or limitation 
on the use of the Bank’s earnings. 

The amount requested represented somewhat less than 235 percent 
of the net earnings, which are estimated for the fiscal year 1953 to be 
approximately $48,400,000. I should add that that represents about 
1%» percent of the gross earnings for the same period. 

The allowance requested represents an increase over the current 
year’s initial allowance, due primarily to the general pay increase 
granted by Public Law 201 of the Eighty-second Congress, and the 
need for a modest increase in the bank’s staff. Our initial allowance 
for the current fiscal year was $950,000 with a supplement in process 
on account of the pay increase to bring it to $1,025,159. The request 
contained herein for the fiscal year 1953 is in the amount of $1,131,000. 

The necessity for financing the development of foreign sources and 
the production abroad of strategic and critical materials and materials 
essential to United States industry resulted in the authorization of 
$98.1 million for this purpose and in addition $40 million for expansion 
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of steel mills in Mexico, Chile, and Brazil since the outbreak of the 
Korean campaign in June 1950. 

Under Executive Order No. 10281, issued August 28, 1951, the 
Bank may also make loans pursuant to the provisions of section 302 
of the Defense Production Act of 1950, as amended, for the production 
abroad of essential materials. These loans, authorized only upon 
certification to the Bank by the relevant or appropriate defense agency, 
permit the financing of unusually essential proiects with which there 
are associated risks which would normally preclude assistance by the 
Bank under the provisions of its own act. 

This additional authority, followed by the action of the Congress on 
October 3, 1951, increasing the lending authority of the Export-import 
Bank from $315 billion to $414 billion, enables it to cooperate more full) 
with the defense agencies of the United States Government and with 
private enterprise in financing projects necessary to assure the avail- 
ability of essential materials for American industry and for the United 
States defense program. Likewise, this increased lending authority 
makes possible financing by the Bank of essential economic-develop- 
ment programs in friendly nations, which is part and parcel of the 
mutual-security program of the free world. 


WORKLOAD 


The workload of the Bank has continued to increase as our portfolio 
has been enlarged by additional credits. This, of course, steadily in- 
creases the volume of work in loan administration. Furthermore, the 
activities of the Bank have broadened on a geographic basis. This 
makes additional travel essential. Recently representatives of the 
Bank were sent to the Philippines to study projects which might be 


eligible for Export-Import Bank financing. 

It was necessary to send another group to Indonesia in connection 
with the $100 million credit previously authorized by the Bank. 

Activities in other underdeveloped countries in remote areas, such 
as Afghanistan, Saudi Arabia, and Iran present especially difficult 
problems because of the necessity of eliciting dependable information 
from distant sources. 

During the past year work in these areas consumed an increased 
number of man-hours, particularly in the Bank’s Engineering Division. 
All present evidence indicates that this trend will continue as projects 
are established in remote lands. 

Two members of the Bank’s top staff were in Spain recently working 
in cooperation with an ECA (now MSA) mission regarding credits 
already made or contemplated for which the Bank acts as agent. 

During the calendar year 1951, the bank authorized new credits 
totaling $244.2 million. It disbursed $204,069,963.04, and it collected 
$203,173,646.19 in the form of principal and interest on outstanding 
loans. Of this total, loans of $122 million were extended to Spain, 
Japan, West Germany, and Colombia to purchase United States cot- 
ton. It might be stated that the hundreds of letters of credit and 
other documentation involved in this type of loan have added con- 
siderable workload to the desk aspects of loan administration. | 
should say that the expression ‘‘hundreds of letters of credit”? is an 
understatement. Actually, at the present time, it is about 6,000. 
That greatly increased workload on the bank’s staff is notwith- 
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standing the fact that we are using commercial banks to the fullest 
extent possible both in the borrowing countries and in the United 
States. 

FINANCIAL OUTLOOK 


It is appropriate here to present some general figures repr esenting 
the financial outlook of the bank, the details of which are found in the 
budget justifications submitted herewith. 

Loan disbursements in the fiscal year 1953 are estimated at $285.6 
million, and loan repayments and interest should total approximately 
$240 million. The net profit in the fiscal year 1951 was $51.6 million 
and it is estimated to be $51 million and $48.4 million in the fiscal 
years 1952 and 1953, respectively. 

In the current vear the Bank is operating with an average of only 
135 employees. It is estimated that in fiscal year 1953 the Bank will 
have on its books loans outstanding and undisbursed commitments 
totaling $3,392,600,000. In order to administer properly commit- 
ments of this magnitude, to investigate and study adequately the 
volume of applications for credit including those whic h are ultimately 
rejected but which require just as careful analysis as those which are 
finally approved, an average employment of 146 is the minimum 
required in our judgment for operations during fiscal vear 1953. 

he Board of Directors believes that the requested administrative 
expense allowance of $1,131,000 is a most conservative estimate of 
the Bank’s requirement and that any reduction of this amount might 
impair its abilitv to manage and safeguard the $4% billion of public 
funds entrusted to it to administer. 

I think I should add to that, perhaps, Mr. Chairman, a word or two 
about what we think are the prospects with respect to the workload 
of the Bank and why it will be a substantially increased workload. 


ADDITIONAL PERSONNEL REQUESTED 


It will be noted from the table on page 1 of the administrative 
expenses section that we are estimating 146 employees as an average 
as against 135 employees as an average for the fiscal vear 1952. The 
main reasons for that are (1) these strategic materials and essential 
materials credits which do require a great deal of field work and office 
work on the part of the Bank. They are adding very materially to 
our work. 

A second factor, as we have indicated before, is the fact that we are 
dealing with credits in remote countries and in new countries. We 
are adding the Philippine assignment to our list, and we expect to 
continue our work in Indonesia. 

Our credits for strategic materials will lead us pretty well all over 
the world; and when you go to these remote places it means that men 
will be absent for a very considerable period of time, and you have to 
make provision for that in your staff. 

So we have made provision in our budget estimates for two addi- 
tional economists, three engineers, two lawyers, three clerk-stenog- 
raphers, and for one of the force of examiners who have the general 
duty of examination of loan applications and particularly keeping 
track of the administration of loans abroad. 
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Then, too, there is the fact that it has always been our feeling th‘ 
we have stretched our force rather too thin, considering the geographic 
area that we have covered in the matter of prior investigation and i) 
the matter of policing of loans after they have been granted. 

There are two objects in loan policing: One is the question of pro- 
tecting the investments of the United States. But, in our opinion, » 
rather more important phase of that is assuring that the money wo 
have lent and which is being invested in the foreign country is actu. 
ally being effectively used for the purpose for which it is granted: 
and a large part of our efforts is concentrated on that line. That 
effort must certainly be increased with the increase in both strategic 
materials loans and in the geographical spreading of the other loans 


PROJECTS IN FOREIGN COUNTRIES 


Mr. Gary. Have not some members of the Banking and Currency 
Committee of the House visited a number of your projects in foreign 
countries during this past fall? 

Mr. Gastron. That is correct, sir. I am very happy that you 
noticed it and that you mention it. 

Mr. Spence, the chairman of the Banking and Currency Committee 
of the House, went with the party which went to Europe. Part of 
them went to the Middle East. Mr. Sherwood acted as the guide 
and the introducer of the party in Europe and in the Middle East. 
He knows pretty well what they did and what they observed. They 
showed a really keen interest in what we were doing. 

We had another party which went to Latin America One of our 
engineers, Mr. Frank Kimball, went with that party. They visited 
quite a number of projects in South America, down the west coast 
and on the east coast, and they got a considerable first-hand famil- 
larity with what we are doing and the objectives. 

Mr. Gary. Have they submitted any report? 

Mr. Gaston. They have not submitted a report; no, sir. We had 
a conference with them last week, at our request. We asked them 
what they thought about things, and they asked us some questions. 
It was quite a satisfactory showing of interest, and we were quite 
pleased by their reaction to the projects which they observed. 

Mr. Gary. My recollection is that one of the group stated to me 
that he felt you needed some additional personnel. Have they made 
any such statement to you? 

Mr. Gastron. Not to me, but I hope they are. I hope they were 
so impressed. While we have no desire to multiply the number of 
persons working in the Export-Import Bank, we do have the desire 
to protect the interests of the United States and to see that the loans 
we make in foreign countries are effectively used. Every once in a 
while, in spite of our best efforts, we run across something that is a 
sleeper, where the money is available but is not being spent properly. 
In one case machinery that has been delivered had not been put to use 
because of the failure to supply local currency. In another case an 
internal political squabble has resulted in preventing the construction 
of the facilities that we gave the money for. 

In other cases, such matters as the maintenance of highways are 
neglected until we keep checking up on it and pounding them on the 
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back, as the saying goes, to get something done. Notwithstanding 
the fact that the credit is perfectly safe through Government guaran- 
ties, we do want to see the work done. 


COST OF PAY INCREASE 


Mr. Gary. I believe you stated that vour authorized expenditures 
for the fiscal year 1952 were in the amount of $950,000, and that vou 
contemplate a supplemental authorization to bring that up to $1,- 
025,159? 

Mr. Gastron. That is correct, sir. 

Mr. Gary. Is that supplemental due entirely to salary increases 
resulting from legislation at the last session of the Congress? 

Mr. Gastron. That is due entirely to the statutory pay increases; 
ves, Sir. 

Mr. Gary. What is your situation insofar as the statutory pay 
increases for the coming year are concerned? 

Mr. Gasron. They have been taken into account in the estimate. 

Mr. Gary. What will they amount to? 

Mr. Gaston. Mr. Walsh, can you state that figure? 

Mr. Wats. About $75,000. 

We are absorbing that in the budget for 1953. 

Mr. Gary. You are absorbing it or you are including it? 

Mr. Wausu. From our original estimate plus the amount of the pay 
increases, we were cut down to this net amount of $1,131,000. 

Mr. Gastron. The figure of $1,131,000 is the net figure which results 
from the scaling down of our original estimate in the amount of 
$1,129,000, to which we added the pay increase cost of $79,500, which 
would make an amount requested of $1,208,500. We are required by 
the budget to absorb $77,500 of that, which brings it down to the 
amount we show here of $1,131,000. 

Mr. Gary. What is your estimated increase as a result of the salary 
increase? 

Mr. Gastron. $79,500. 

Mr. Gary. Is that the net figure after deducting savings which 
accrue as a result of the new graduated leave scale? 

Mr. Gasron. Mr. Ring can reply. 

Mr. Rina That is absorbed in the $77,500 in part, sir. 

Mr. Gaston. What Mr. Ring is stating is that the increase of 
$77,500 takes account of the gain due to the shortening of the leave. 

Mr. Gary. Will vou supply for the record a statement showing 
the exact amount that your cost will be increased by reason of the 
statutory pay increases which were adopted by the Congress at the 
last session, and also the amount that will be saved by reason of 
changes in the law regulating the leave of employees? 

Mr. Gastron. Yes, sir; we will be happy to provide those figures, sir. 

(The matter referred to is as follows:) 

The cost of the statutory pay increase adopted by the Congress was estimated 
at $79,500 in our original budget for the fiscal vear 1953. Reduction in net 
personnel effected by the Bureau of the Budget, including annual leave savings 
reduced the cost to an estimated $75,500. 

The reduction in annual leave is estimated to save the equivalent of two 
man-years, Or approximately $12,000. 
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PROGRAM HIGH LIGHTS 





Mr. Gary. Now, at this point in the record we will insert the tab|o 
appearing on page 9 entitled “Program high lights.” 
(The table referred to is as follows:) 


Business-type statements—program high lights 


Loans outstanding, June 30___.........__-- 


Undisbursed commitments 
Uncommitted lending authority, June 30 
Disbursements of loan authorizations 
Total repayments and interest received 
Net effect on Government budget 
Administrative expenses 

Net profit ‘ 

Total retained earnings 

Dividend paid to Treasury 


[ Millions of dollars] 


1951 actual 


685. 


492. ! 


226. 
204. 


75. 


51. 


254. § 


LENDING AUTHORITY 


& 


§ | 


$2, 321. ¢ 


AON ADRae 


| | 
| 1952estimate | 1953 estimat: 


$2, 419. 
730. 
1, 350. 
255. 
226. 
62. 
lL. 
51, 
285. 


20. 


$2, 536.9 
B55. | 
1, 108.0 
285.4 


239.9 


Mr. Gary. What is the present total uncommitted lending au- 
thority of the bank, Mr. Gaston? 
Mr. Gasron. It is approximately $1,500,000,000. 
Mr. Gary. That authority, I believe you stated, was increased by 
an act approved October 3, 1951? 


Mr. Gastron. Yes, sir. 


Mr. Gary. We will insert that act at this point in the record. 
(The act referred to is as follows:) 


[Pustic Law 158 


[CHAPTER 445 Ist Session] 


5. 2006 


AN ACT 


82p CoNnGrREss] 


To increase the lending authority of Export-Import Bank of Washington and to extend the period wit! 
which the bank may make loans 


Be it enacted by the Senate and House of Representatives of the United States 01 
America in Congress assembled, That the Export-Import 
amended (59 Stat. 526, 666; 61 Stat. 1380), is hereby amended in the following 


particulars: 


Z3ank Act of 1945, 2s 


(a) By deleting from section 6 the words ‘two and one-half” and substituting 
in lieu thereof the words ‘“‘three and one-half”: and 
(b) By deleting from section 7 the words ‘‘three and one-half’ and substituting 
in lieu thereof the woras ‘‘four and one half’’: and 
(c) By deleting from section 8 the date “June 30, 1953” and substituting in 
lieu thereof the date ‘‘June 30, 1958”. 


Approved October 3, 1951 


STRATEGIC AND CRITICAL MATERIALS 


Mr. Gary. How much has been disbursed to date of the amounts 
authorized to finance the development of foreign resources and for the 
production abroad of strategic and critical materials? 

Mr. Gastron. I gave a figure in my introductory talk which is the 
We do not have a complete break- 


only thing I have at the moment. 
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down on the amount for strategic-materials disbursements. We have 
authorizations of $90 million in addition to the $40 million for steel 
mills. We will have to supply the figures on the disbursements. 

Mr. Gary. Will vou supply that for the record for the first 6 months 
of the fiscal vear? 

Mr. Gaston. Yes, sir. 

(The matter referred to is as follows:) 


CREDITS FOR STRATEGIC AND CRITICAL MATERIALS 


Credits authorized for the production of strategic and critical materials totaled 
$97,525,000 as of December 31, 1951. Disbursements to that date amounted to 
$185,000 for these lines of credit but for the entire current fiscal year ending 
June 30, 1952, it is expected that $27.4 million of disbursements will be made 
and $54.5 million for fiscal 1953. 


SUMMARY OF LOANS 


Mr. Gary. Will you also supply for the record at this point a 
cumulative total statement showing loan authorizations and repay- 
ments, such as was inserted in the record on page 397 of last year’s 
hearings? That is, bring that table up to date? 

Mr. Gaston. Yes, sir. 

(The statement referred to is as follows:) 


Export-Import Rank of Washington—Daily summary of loans as of Jan. 25, 1952 
(cumulative from Feb. 12, 1934) 


Europe Asia | Latin America Other ! Total 
Authorizations $2, 375, 459, S09. 91 $851, 374, 401. 04/$1, 667, 230, 547. 90 $441, 448, 650. 73 $5, 335, 513, 409. 5S 
Advances by partici- 
pating banks } 111, 283, 670.00) 14, 000, 000. 00 7, 099, 904. 09 132, 383, 574. 09 
Cancellations and ex- | | | 
pirations | 108, 255, 767.58! 215, 150,021.69) 475,872,097. 76) 197, 237,759.39! 996, 515, 646. 42 
Disbursements 2, 050, 839, 980.37) 389, SOS, 625. 74 S02, 520, 029. 64) 199, 500, 132.47) 3, 442, 668, 768. 22 
Repayments 412, 078, 382. 86) 226, 358. 110. 63 350, 631, S80. 68) 183,890, 478.46) 1, 172, 958, 852. 63 
Outstanding loans 1, 638, 761, 597. 51) 163, 450, 515. 11 451, 888, 148.96) 15, 609, 654.01) 2, 269, 709, 915. 59 
Undisbursed authori- 
Zations....-. 105, O80, 391. 96) 232, 415, 753. 61 381, 738, 516.41) 44, 710, 758. 87 763, 945, 420. 85 
Total undis- | 
bursed = au- } 
thoriaztions 
plus our- 
standing 
loans 1, 743, 841, 989. 47, 395, 866, 268. 72 


833, 626, 665.37: 60,320, 412.88 3, 033, 655, 336. 44 
Rest of world and credits which cannot be identified with any particular area. 
INTEREST RATE 


Mr. Gary. On what factual basis is the interest rate paid to the 
Treasury increasing? 

Mr. Gastron. It is on the basis, Mr. Chairman, of the actual rate 
paid by the Treasury; the average rate that the Treasury pays for 
its funds. The average cost of money to the Treasury is increasing. 
We have been paying to the nearest one-eighth below the average 
rate. That held us to a rate of one and seven-eighths percent up 
until September—October when the Treasury average rate went over 
2 percent, and we have been paying 2 percent on additional funds 
since then. 


939380—52——35 
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Mr. Chairman, the law requires that the rate charged us by the 
Treasury shall be determined by the Secretary of the Treasury, taking 
into consideration the average cost of money to the Treasury. 

Something that is worth noticing, as Mr. Walsh has reminded me. 
is that we had approximately $500 million which we held for severa! 
years at 1 percent and which, in the main, covered loans for lend. 
lease completion. Those notes expired in December, I believe. — |s 
that correct, Mr. Walsh? 

Mr. Wausu. December 31. 

Mr. Gaston. They expired at the end of the year, and we had to 
issue new notes at 2 percent instead of 1 percent. So that added 
substantially to our interest cost and is the explanatory factor in the 
lessening of our profit estimates. 


NONADMINISTRATIVE EXPENSES 


Mr. Gary. On page 15 of your justifications you list certain non- 
administrative expenses which have been increased very substantially. 
What are those expenses? 

Mr. Gasron. I have a statement of them, Mr. Chairman. 

In the 6 months ended December 31, 1951, they were for the audit 
fee of the General Accounting Office, $2,640; for contracted personne! 
services, $1,066; for legal expenses in connection with a crane, $100; 
for expenses incident to defaulted credit, the Fitzgerald credit, $662.10; 
for the maintenance of the ships sold to the Chinese Nationalist 
Government and turned back to us because they were unable to con- 
tinue to meet their payments, $3,466.82; travel expenses incurred in 
connection with applications, $12,712.37; and other expenses in con- 
nection with the applications, $2,807.70. 

There is a provision in our act which enables us to make a capital 
expenditure for the protection of assets and for the investigation of 
applications. 

Mr. Gary. Was that $12,712.37, in connection with applications, 
paid to outsiders? 

Mr. Gastron. That was paid for the travel of Export-Import Bank 
employees. 

Mr. Gary. Why would not that come under your ‘‘Administrative 
expenses’’? 

Mr. Gaston. Because the travel account simply was not sufficient 
to cover what we regarded as absolutely necessary travel in connection 
with these remote expeditions and it seemed to us essential that that 
travel be done. It was on an emergency basis that this was used. 

We used our administrative expenses, over which we have great 
latitude, for the ordinary travel. The travel under this category is 
limited specifically to the investigation of applications and to the 
protection of assets of the bank. Normally we would not use those 
funds for the investigation of applications. We would normally use 
funds out of the administrative expenses for that purpose. 

However, we have the authority to do it; and it was done, frankly, 
because we did not have sufficient travel funds in our administrative 
account to cover all that we needed to do. 
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PROFIT AND LOSS STATEMENT 


Mr. Gary. Do you have a profit and loss statement? 

Mr. Wats. We have one for the calendar year. I have just 
handed Mr. Sherwood a copy of it. 

Mr. Gaston. We have a comparative statement here of income 
and expenses for the 6 months’ period ended December 31, 1951, and 
for the 6 months ended June 30, 1951. I believe that is prepared 
separately for the two 6-month periods, showing income and operating 
expenses. 

For the first 6 months’ period it shows an income of $35,100,980.61 
and operating expenses of $7,937,168.73, and an operating profit of 
$27,163,811.88. 

Mr. Gary. Will you insert that statement in the record? 

Mr. Gaston. Yes, sir. 

I might say that it shows a net profit for both periods. 

(The statement referred to is as follows:) 


Comparative statement of income and expenses of Export-Import Rank for the 6-month 
period ended Dec. 31 and June 30, 1951 


6 months ended— 


Dee. 31, 1951 June 30, 1951 


Income: 
Interest on loans: 





Loans made with Export-Import Bank funds $34, 630, 423.13 | $32, 983, 735. 99 
Loans advanced through agent banks __- 470, 557.48 510, 157. 88 
Total income 35, 100, 980. 61 33, 493, 893. 87 
Less operating expenses: | 
Administrative expenses , Sib iva | 506, 236. 82 | 442, 249. 93. 
Nonad ministrative expenses , é 23, 454. 99 | ‘ 
Interest paid on notes to U. §. Treasury 7, 407, 476. 92 
Total operating expenses 7, 937, 168. 73 7, 434, 299. 09 
Operating profit. ........_-- , bee S 2 oo me oe 27, 163, 811. 88 26, 059, 594. 78 
Add other income: 
Recovery of principal and interest on loans in default __- ? ra cee 3, 193. 25 
Profit on sale of equipment __ -- a eee =<] 332. 60 | 103. 46 
MaterOMel +. J25.-o5.56-2ki 3. Regu A bE SO ed Se ES a oe | 27,164,144.48 | 26, 062, 891. 49 


| | 


CUMULATIVE EARNINGS 


Mr. Gary. What has been your profit since you were organized? 

Mr. Gaston. I think we have a statement of that here. 

Mr. SHerwoop. It has been $234,000,000. 

Mr. Gaston. We have that in the last annual report. 

Mr. Watusu. That is after the payment of $20 million in dividends. 
It is about $281 million to date in total, including the last 6 months’ 
het earnings of $27 million. 

Mr. Gaston. We can give you a statement on that. It will be a 
statement of the net profit to date since the organization of the bank 

Mr. Gary. If you will give us a composite statement showing your 
profit, your reserves to date, and the amounts paid to the Treasury as. 
dividends on the capital stock, we will appreciate it. 
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Mr. Gaston. Yes. The dividends would be: paid out of profit, 
of course. 
(The matter referred to is as follows:) 


Cumulative net earnings of Export-Import Bank to Dec. 31, 1951 


Earned surplus: . 
Reserved for future contingencies, Dec. 31, 1951____- _ $234, 800, 873. 50 
Undivided profits, earnings July 1 to Dec. 31, 1951. __- 27, 164, 144. 48 
Total_ Het e. S eer kone he eee eee : 261, 965, 017. 98 


Dividends paid: 
To RFC on former preferred stock of bank ne 20, 905, 178. 04 
To U.S. Treasury July 31, 1951, on present capital stock 20, 000, 000. 00 


Total : sis ke cease iinincs ih : eae oo 40, 905, 178. 04 


Aggregate net earnings, Feb. 12, 1934, to Dee. 31, 1951_ 302, 870, 196. 02 
CUMULATIVE LOSSES 


Mr. Gary. Will you give us a statement of your losses charged off? 

Mr. Gastron. Yes; we will do that. 

Mr. Gary. My recollection is that your statement last vear showed 
a very remarkable record. 

Mr. Gastron. It is approximately the same this year. We have 
certain delinquencies this year that we did not have set up last year. 

(The statement referred to is as follows:) 


LOANS IN DEFAULT 


The loans which have gone into default since the bank was established number 
six. The unpaid balance of these loans as of December 31, 1951, totaled $226,- 
177.52 for which a reserve has been set up on the books of the bank. The bank 
has followed a practice of providing a reserve for such loans in lieu of charging 
off losses. 


DELINQUENCIES 


Mr. Gary. Now will vou tell us something about some of those 
delinquencies, particularly the China loan which was in the amount 
of approximately $30 million. 

Mr. Saver. I believe it was about $32 million. 

Mr. Gaston. We have a statement here of the delinquent loans as 
of January 22, 1952. That statement shows a total of $4,193,971.33, 
the principal item of which is made up of two Chinese loans amounting 
to something over $3 million. 

Then we have two loans to a contractor on a Venezuelan project 
amounting to approximately $1 million. 

Mr. Gary. Your total outstanding loans to the Chinese Nationalist 
Government are how much at the present? 

Mr. Saver. That is $31,590,536 to the Chinese Nationalist Gov- 
ernment. 

Mr. Gaston. The principal outstanding was $34,424,790.81 as of 
December 31. 

Mr. Saver. That includes two loans that were not, strictly speaking 
to the Government. 
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Mr. Gastron. Yes. That includes loans to the Universal Trading 
Co. and the Yungli Chemicai Industries which were loans not to the 
Nationalist Government. 

The Yungli Chemical Industries, of course, is operatirg within 
Communist China. Neither of those loans is in default. 

There is the amount of $1,400,000 due from the Universal Trading 
Co. which was set up during the Nationalist Government’s regime in 
China. 

CHINESE LOANS 


Mr. Gary. What is the status of the Chinese loans at the present 
time? 

Mr. Saver. Some of the principal of the loans which have amounted 
to about $32 million, as was indicated, to the Nationalist Government. 
as such, have not matured, and they are not delinquent. However, 
there are certain principal delinquencies and interest delinquencies. 

Mr. Gary. You stated last year, that, in some of the instances 
where you have loans to governments that were taken over by the 
Communists, they continued to pay off the loans. You then stated 
that you did not know what the attitude of the Communists would be 
toward the Chinese loans. 

Has that attitude developed during the year? 

Mr. Gastron. We have not attempted to make collections from the 
Communist Government of China. We have been doing business 
with the Nationalist Government, whose headquarters are on For- 
mosa, and with the two corporations which were associated with the 
former Government of China, one being the Universal Trading Corp., 
with headquarters in New York and the other being the Yungli 
Chemical Industries, which also have offices in New York and whose 
headquarters are in China. 

The statement that was made about the governments taking over, 
where the governments were bodily taken over by the Communists, 
is still true. 

In the case of Poland, for instance, we had a $40 million loan for 
railway construction. They have continued to pay the interest on it, 
and they have made their first payment on the principal. ‘There is 
no delinquency in the Polish loan. But the Chinese situation is a 
different situation. 

Of course, we have not recognized the present Peking government. 
We continue to recognize the government on Formosa, and the gov- 
ernment on Formosa is in a position where it is unable to continue 
payments. 

Mr. Gary. Have any payments been made on the Chinese loans 
during the past year? 

Mr. Gasron. Payments have been made through the transfer of 
some ships. 

Mr. Saver. They had some ships on which we held a mortgage. 

Mr. Gasron. When they were unable to make payments, three of 
the ships were sold to Thailand and the Siamese took over the 
obligation. 
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LOANS AND AUTHORIZED CREDITS TO SOVIET UNION, SATELLITES, ANp 
CHINA 


Mr. Gary. Last year you gave us a statement of loans and author- 
ized credits to the Soviet Union, its satellites, and China which appears 
on page 396 of the hearings. I wonder if you could bring that state- 
ment up to date? 

Mr. Gaston. Yes, sir; that could very easily be done. 

Mr. Saver. There are no new authorizations. 

Mr. Gastron. It would be just bringing the amounts up to date 
because the Polish loan has been reduced. 

(The statement referred to follows:) 


SraTEMENT oF LOANS AND AUTHORIZED CREDITS TO THE Soviet Union, Irs 
SATELLITES, AND CHINA 


SOVIET UNION 
No credits have been authorized by the bank for the Soviet Union. 


CZECHOSLOVAKIA 


The bank authorized a cotton export credit to the Prague Credit Bank on 
October 8, 1945, in the amount of $20 million, and also a tobacco export credit 
line of $2 million on July 31, 1946. These loans were repaid in full in 1949. 


POLAND 


The bank authorized a line of credit of $40 million to the Republic of Poland 
for coal cars and locomotives on April 24, 1946. The full amount of the loan was 
disbursed and will be repaid in 40 semiannual installments. The first installment 
of principal due on January 15, 1952, in the amount of $736,000 has been paid 


CHINA 


No credits have been authorized by the bank for Communist China. 

In the past, the bank has authorized credits in the amount of $151,943,329 to 
the Republic of China, of which $4,550,357 was canceled. The balance of 
$147,392,972 was paid in full. 

The outstanding balance of current loans to China amounts to $34,424,790.8] 
These credits are as follows: $20,000,000 to the Universal Trading Corp., guaran- 
teed by the Bank of China, in March 1940, of which $18,600,000 has been repaid 
Five credits were extended to China in February and March of 1946, aggregating 
$33.8 million, to finance the purchase in the United States of a limited number of 
ships, railway and coal-mining repair materials and equipment, and auxiliary 
power plants. The individual credits are as follows: (1) 10 coastal cargo vessels, 
$4,243,750; (2) 16 cargo vessels, $2,600,000; (3) railway repair equipment 
$16,650,000; (4) 10 auxiliary steam power plants, $8,800,000; and (5) coal-mining 
equipment, $1,500,000. Disbursements under these credits total $33.2 million 
of which $1,626,380 was repaid on the coastal cargo vessels line. The terms of 
these credits vary, but in general they are repayable in semiannual installments 
over periods of from 10 to 25 years. 

An allocation of $1,566,700 was made in 1948 for the export of material and 
equipment for the construction of a nitrogenous fertilizer plant, upon application 
of the Yungli Chemical Industries and under the terms of a $16 million credit 
authorized to that firm in March 1945. 

Net disbursements by the bank were $1,434,254.09, after deducting the amoun' 
of unused funds returned to the bank and that balanee is still outstanaing. The 
undisbursed balance of the credit authorized wes allowed to lapse on December 31 
1950. 


DELINQUENT LOANS, REPUBLIC OF CHINA 


~-- 


Principal of $157,550 and interest of $155,593 are delinquent under the line 
of credit for the 10 coastal cargo vessels; in November 1951 the Kingdom « 
Thailand purchased 3 of these vessels from the Republic of China and assumed 
the outstanding obligations of China secured by mortgages held by the Export- 
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Import Bank on the 3 vessels; the above delinquencies pertein to 3 of the remain- 
ing 7 vessels; payments due on 4 of the vessels are current. 

Principal of $686,054.55 and interest of $2,203,921.66 are in arrears on other 
loans to the Republic of China. 


DIVIDENDS ON CAPITAL STOCK 


Mr. Gary. I believe you are not proposing to pay any dividends 
on the capital stock for 1953? 

Mr. Gasron. No, sir; I would not say that. We paid dividends 
on the capital stock for the fiscal year ended June 30, 1951, at 2 per- 
cent, Which amounted to $20 million. When the end of this current 
fiscal year arrives, which will be on June 30, 1952, we will have before 
us the question of whether we will pay a dividend to the Treasury and 
what that dividend will be. We have not made a decision because the 
year of business has not been completed. I think it quite probable 
that we will pay a dividend at the conclusion of this fiscal year, as 
we did at the conclusion of the last fiscal year. 


ANNUAL LEAVE 


Mr. Gary. How many of your employees, Mr. Gaston, continue 
to earn 26 days of leave per year under the law passed at the last 
session? 

Mr. Gastron. I am not too familiar with that law. Do you know, 
Mr. Sherwood? 

Mr. SHerwoop. We can give you that figure. 

Mr. Gastron. It relates to the time of service. 

Mr. SHerwoop. Yes. 

Mr. Gaston. We do not have that figure today. We can give it 
to you. 

(The information referred to follows:) 

Of our 133 employees, 50 or 38 percent continue to earn 26 days, 78 or 58 per- 
cent earn 20 days, and 5 or 4 percent earn 13 days. This results in a savings 
of 533 man-days or the equivalent of 2 man-years. 


ANNUAL LEAVE LIABILITY 


Mr. Gary. Your figures in that respect show that you estimate an 
increase of $25,000 over 1952 for the employees’ annual leave accruals. 
It looks as though, in view of the new law, it ought to be reduced 
rather than increased. 

On page 20 of the justifications you will notice that under “Liabili- 
ties.” you have “employees’ accrued annual leave’ and the amount ts 
$167,814 for 1951, $175,000 as the 1952 estimate, and $200,000 as the 
1953 estimate. 

Mr. Gaston. That will be an increase of $25,000 for the fiscal vear, 
a larger accrual than is shown for the preceding year. What do vou 
sav, Mr. Sherwood? 

Mr. Suerwoop. Mr. Chairman, I will have to look into that and 
make a report to the committee on it. I cannot explain it at this 
point, 

Mr. Gary. It would appear that this figure ought to be revised 
downward. 

Mr. Crown. I would like to say that that has been done on the basis 
of careful analysis of the leave situation of all present employees 
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Mr. Gary. I take it vou have included the additional employees? 


Mr. Crown. The additional employees have been included. 











Mr. Gaston. We can give you some details, Mr. Chairman, as to 
how that was figured. 
(The matter referred to follows:) 
Statement explaining increased annual leave liability 
1. 11 additional personnel have been budgeted for in the 1953 fiscal 
year. It is anticipated that these employees will be transfers 
from other agencies, bringing annual leave with them. Our 
experience shows that the average value is about $1,200, or a 
total of $13, 200. 00 
2. The average amount of annual leave being accumulated by em- 
ployees and carried forward to subsequent years is increasing. 
It is estimated thet during the 1953 fiscal vear the average in- 
crease will be about 3 days. Valued at average rates this would 
amount to 12, 000. 00 
3. Periodic step increases raise the value of accumulated annual leave. 
Based on the average leave accumulation of 50 days per em- 
plovee and on annual average step-increases Of $75, this would 
amount to 2, 000. 00 
Estimated expense 1953 fiscal vea 27, 200. 00 
SUMMARY OF LIABILITY 
Actual liability for accumuleted annual jee.ve to June 30. 1951 167, 813. 89 
Plus provision for subsequent increases in liability: 
1952 fiscal vear $27, 600 
1953 fiscal vear 27, 200 
a 54, 800. 00 
Total : ara : eas 222, 613. 89 
Less lump-sum payments to separated employees: 1952 and 1953 
fiscal vears 22, 613. 89 
Estimated liability June 30, 1953 200, 000. 00 
AVERAGE LEAVE TAKEN 
Mr. Gary. Would you also give us a statement of the average num. 
ber of davs leave taken per employee for each of the past 3 vears? 
Mr. SHerwoop. Yes, sir. 
(The information referred to follows:) 
Statement showing annual leave taken 
' } . 
| Calendar year 
1951 1950 1949 
Total days of annual leave taken 2, 686 | 3, 020 | 2, 557 
Average per employee. 21 22 | “0 
Total days of annual leave lost ! | 236) 268 | 287 
Average per employee. -| 2} 2 | 2 
Average additional days accumulated per employee 3 2} { 


1 Due to ceiling on annual carry-over. 
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RESPONSIBILITIES AND FUNCTIONS 


Mr. Canrie._p. Mr. Gaston, what are the prime responsibilities and 
functions of the Export- -Import Bank? 

Mr. Gaston. As stated by the law under which we operate, they 
are to make loans, broadly in the interests of the promotion of the 
trade of the United States. It is stated more particularly in the law 
that our purpose is to make loans to facilitate and aid in the financing 
of imports and exports and the exchange of commodities between the 
United States and foreign countries. 

We interpret our function to be to make such loans as will promote, 
from a broad and long-range point of view, the interests of the United 
States, and that that is to be achieved not merely by promoting 
United States exports and imports as such, but by helping, through 
our loans, to promote the economic advancement of the frie ndly 
nations with which we deal and to strengthen the commercial ties 
between the United States and those nations. 

Mr. Canrietp. You expressed another responsibility in your 
presentation today, that having to do with the military defense of 
our country and the free nations of the world. 

Mr. Gastron. Yes, sir. I think it is not broadening the basic 
charter of instructions by the Congress too much to engage in financing 
the production and the importation of essential m: aterials for defense 
and for the defense of friendly nations. We considered that a proper 
part of promoting the economic interests of the United States, which 
broadly are the subject of our legislation. 


POINT 4 PROGRAM 


Mr. Canrievp. In your presentation I have not seen the words 
“point 4.’ Will you dwell on your responsibilities under that 
program? 

Mr. Gastron. Mr. Canfield, the point 4 program is, I should say, 
of greatest importance as a statement of policy of the United States 
to encourage the development of backward nations and particularly 
nations friendly to the United States, with the purpose of creating 
friends around the world through aiding those countries in their 
economic development. 

Now, that has been, in general, the objective which the Export- 
Import Bank has followed. 

Following the point 4 statement in the President’s message, there 
was created additional machinery for giving force and momentum to 
that objective. 

What had been done theretofore sporadically and as the occasion 
seemed to justify and demand became a settled policy. We are rather 
intimately connected with that policy since it does have a close con- 
nection with everything that the Export-Import Bank does. 

Mr. Canrievp. Are all point 4 funds loaned or given out through 
your agency? 

Mr. Gasrox. We have no funds directly given to us as point 4 
funds. Our only funds are loan funds which we obtain upon our notes 
from the Treasury of the United States. 

The specific financing of the point 4 objective is through a new 
division in the State De ‘partment called the Technical Coope em 
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Administration and through a grant to the United Nations for the 
same purpose. 

Our direct connection with the point 4 organization as such derives 
from the fact that they have funds with which they are enabled to 
employ specialists, people of technical experience, to advise countries. 

In several instances we have made use of their funds to help realize 
the objectives of loans made by the bank. We are proposing to do 
that in the case of several of our loans that we now have on our books. 

Mr. Canrietp. Does the Reconstruction Finance Corporation also 
have a part in this point 4 program? 

Mr. Gastron. The RFC does no new foreign lending. Their financ- 
ing is done in the United States now. They used to have foreign 
lending programs, but they do not any more. 

Mr. Canrretp. The RFC has foreign projects having to do with the 
strategic materials program of the United States. 

Mr. Saver. It is my understanding, Mr. Canfield, that from now 
on the RFC will engege in no new projects abroad, even though they 
be strategic materials. 

Mr. Canrrevp. But it has been doing so? 

Mr. Saver. They have been doing that in the past; ves, sir. 

Mr. Gasron. During the last war, of course, the RFC did a great 
deal of foreign finencing; but the understanding is now that foreiyn 
loans will be made by the Export-Import Bank with domestic loans 
being made by the RFC. 


BEGINNING OF BANK 


Mr. Canrietp. When did the Export-Import Bank come into being 
with lending authority? 

Mr. Gasrox. The Export-Import Bank came into being in 1934. 
The lending authority then, I think, was $200 million. 

Mr. Saver. It was $200 million. 

Mr. Gastron. At that time it was operated as a subsidiary of the 
RFC. At the time of the passage of the Export-Import Bank Act in 
July 1945, the Export-Import Bank was operating under RFC’s 
direction, or rather under the direction of the Board of Trustees from 
various departments of the Government, with a certain degree of 
supervision by the RFC, and then had a total lending authority of 
$700 million. The lending authority was increased by the act of 1945 
in the amount of $2.800,000,000, giving us a total of $3,500,000,000. 

Then by the act of 1951 it was increased another billion dollars 


PROFIT FROM OPERATIONS 


Mr. Canrretp. How long has the Export-Import Bank been re- 
porting a profit on its operations? 

Mr. Gastron. I have not examined the old records as carefully as I 
might have, Mr. Canfield, but I think it has always reported a profit 
on its operations. 

Mr. Canrretp. You tell us that the interest rate up until October 
of last year was 1% percent, and that now it is 2 percent. Do you 
make reference to the interest rate on your borrowings from the 
Treasury? 
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Mr. Gaston. On borrowings from the Treasury; ves, sir. We 
carry practically no cash in our bank accounts. Our banker is the 
Treasurer of the United States, and we keep our cash down to a mini- 
mum. We make estimates every day of the amount of collections 
that we may expect during that day and the amount of disbursements 
that we will have to make; and we issue a note or an endorsement to a 
note which will increase our indebtedness to the Treasury by the 
amount of the difference. Sometimes the difference is the other way. 
Sometimes we have an excess of collections over disbursements, and 
in that case we give the Treasury a check to reduce our balance to a 
very low level, just a few thousand dollars. 

Mr. CanFie._p. Now, as | understand it, the Export-Import Bank 
makes only loans? 

Mr. Gasron. That is right; it makes no grants. 

Mr. CANFIELD. It never makes grants? 

Mr. Gasron. That is right; it never makes grants. 


INTEREST RATES 


Mr. CanFie_p. In making those loans, does the interest rate vary? 

Mr. Gastron. The interest rate does vary. We have the National 
Advisory Council which is an intergovernmental agency which has 
established a basic rate. 

We at this time make no loans, that is, loans having a medium or 
long term, for less than 3% percent. 

There might be short loans at a lower rate. We do adjust our 
rates to the term of the loans. We also adjust them to the character 
of the loan. If it is a profit-making enterprise, whether publicly 
owned or privately owned, we charge a higher rate of interest than we 
do if it is merely an improvement project such as a road or some other 
development which does not directly yield a profit. 

Mr. Canrretp. You now have 130 plus employees? 

Mr. Gastron. As of today we have 133. Our average for this year 
is 135, which, as we have shown here, we propose to increase to 146. 


PHYSICAL SET-UP 


Mr. Canrir_p. What is the physical set-up of your agency in the 
United States? 

Mr. Gastron. The physical set-up is that we occupy one floor of the 
Lafayette Building which is the building in which the RFC is located. 

We have no offices anywhere else. At one time we maintained 
offices in Brazil because of one particular project which we needed to 
watch very closely, but that office was closed last year. We now have 
no foreign offices at all. When we have something requiring the 
attention of our people in a foreign country, we prefer to send some- 
body out from the bank. 


PROJECT SUPERVISION 


Mr. Canriztp. How many of those you employ can be classified 
as supervisors of these projects in foreign countries? 

Mr. Gastron. I should say that all of the men, all of our profes- 
sional employees, might be regarded as supervisory. Do you mean 
employees directly of the bank? 
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Mr. CANFIELD. Yes. 

Mr. Gaston. We don’t keep people supervising projects in foreign 
countries. We make visits, and we require a set-up in which super- 
vision will be provided. 

Mr. CanrieLp. How many men do you have abroad now super- 
vising projects? 

Mr. Gaston. We never have any. Mr. Canfield, we never have 
anybody supervising projects. We have people inspecting and 
investigating. 

Mr. Canrrevp. [ have that in mind, too. 

Mr. Gastron. I don’t believe we have anybody abroad at this 
moment. 

Mr. Saver. We have no one abroad now. 

Mr. Canrievp. But from time to time you send out inspectors, to 
check on the progress of those projects? 

Mr. Gastron. That is right. We have been asked to send a man to 
Afghanistan to work out a plan for the use of land under a reclamation 
project that we have been financing. It is not unlikely that we may 
send someone there. We will very shortly send two or three men to 
Mexico in connection with a railroad improvement program. 

Mr. CanFieLtp. You send them out as they are needed? 

Mr. Gastron. Yes; we send them as they are needed. 

Mr. CanFietp. But you just told us that you have no men abroad 
now? 

Mr. Gastron. Yes, sir. 


REPORTS ON PROGRESS 


Mr. CANFIELD. Do vou get reports from the field on the progress of 
these operations? 

Mr. Gastron. Yes. 

Mr. Canrieip. What are the mechanics under which these reports 
will come to you? 

Mr. Gaston. They come to us from two sources. They come to us, 
generally speaking, from the engineers who may be supervising the 
projects. They may come to us directly through the embassies or 
from the governments of the foreign countries or directly from the 
offices of the private corporations, if a private corporation 1s involved. 
They may come to us through our own embassies in foreign countries 
which are continually advised as to what our projects are and who send 
us information. 

The difference in projects could be illustrated by taking two or 
three different types of projects. There is first a project like the 
Chilean steel mill which is, as a requirement of the Bank, under the 
general supervision of a firm of steel plant engineers. They report to 
us and they report to the National Steel Co. which is a Chilean corpo- 
ration and a subsidiary of the Fomento Corp. The Fomento Corp. 
frequently reports directly to us. 

A somewhat different type of project is the electric generating and 
distributing plants that we are financing for the American & Foreign 
Power Co. in Mexico, in Brazil, and in Cuba where we get reports 
directly from the head offices of the American & Foreign Power Co. 
We make occasional observations of our own as to what progress the) 
are making. 





Mr. CANFIELD. The reason I asked that question is that the charge 
is so often made that the American money being spent abroad is not 
properly supervised. I take it that vou have to rely to a great degree 
upon our embassies and consular officials abroad? 

Mr. Gaston. Yes. Of course, you must recall, Mr. Canfield, that 
in the great majority of cases we have the notes of the government or 
of a private enterprise which are adequately endorsed, and we can 
look to the guarantors for payment. 

From the standpoint of protecting the assets of the United States, 
it is not vital that we have supervision. It is vital that we have 
supervision from the other standpoint: that these projects are executed 
insuch a way as to achieve what we want. 

Mr. Canrietp. I would maintain that it would be vital psychologi- 
cally if the funds were not properly expended and supervised by private 
enterprise. 

Mr. Gaston. That ts right. 


PROJECTS ON MILITARY 


Mr. Canrieip. Well, now, Mr. Gaston, vou have touched on the 
relationship with the State Department. What is your relationship 
with the military on projects that have to do with our military defenses 
and the strategic materials program? 

Mr. Gaston. We have practically no reletions with the military on 
the defense program. Our relations heave been almost wholly with the 
Emergency Procurement Service of the Defense Materials Corpo- 
ration. 

Mr. CanrFieip. Of the General Services Administration? 

Mr. Gasron. That is correct. Our negotiations are directly with 
Mr. Walsh, but we also have done quite a bit of field work in connec- 
tion with that through our own engineers. 


ASSISTANCE FROM PRIVATE ENTERPRISE 


Mr. Canrievp. In this past vear, have you had any difficulties 
with private enterprise or the private banking svstem of our country 
in connection with the program? 

Mr. Gasron. No; we have had no difficulties and no complaints 
that I know of. We are always anxious to get private investors and 
private corporations to invest in the foreign countries where there are 
opportunities for it. We like to enter into a partnership with them 
in foreign investments, and we often do so. 


ECA LOANS 


Mr. Canrretp. You touched on the loan to Spain. That loan was 
made as a result of congressional enactment, was it not? 

Mr. Gaston. That loan was an Economie Cooperation Adminis- 
tration loan, now the Mutual Security Administration; and it was 
made as a result of congressional enactment. We have been acting 
as agents for the ECA in the administration of that loan. 

In the case of all ECA loans we actually put out the money and 
take the notes ourselves in the bank, but with funds made available 
to us by the Administrator of the ECA or, as it is now, the MSA. 








In the case of the Spanish loan we have gone a little further thar 
we normally go in connection with these other loans, and that is «: 
the request of the Administrator we have actually sifted the projects 
and made specific recommendations as to loans, and we have hai 
people over there to inspect and deal with the situation. 

We have dealt directly with the representatives of the Spanis! 
Government and Spanish industry in the bank. 

Mr. Canrievp. It is true, however, that: you could have made 
loan to Spain and you could make other loans for such purposes wit|)- 
out congressional mandate? 

Mr. Gastron. That is true. 

We have recently made a loan to Spain outside of the ECA. We 
have made a cotton loan to Spain. 


INDONESIAN LOANS 


Mr. Canrre.tp. You are making loans to Indonesia for what pur- 
poses? 

Mr. Gaston. Oh, for a great variety of purposes, Mr. Canfield. 
We earmarked, immediately after the creation of the Indonesian 
Government, since the United States had a great deal to do with its 
formation, $100 million which was the exact amount which had pre- 
viously been earmarked for the use of the Netherlands Indonesian 
Government. We earmarked that sum for the new Indonesian 
Government, and since then we have been making allocations under 
that earmarking of funds for particular projects 

We have financed the purchase of American automobiles and 
trucks, which we have mostly limited to the cheaper class of auto- 
mobiles, jeeps and Fords and Chevrolets, primarily pick-ups and 
trucks We have financed the purchase of some airplanes, some 
Convairs for an interisland service by a jointly owned company, 
partly Dutch and partly Indonesian. We financed some improve- 
ments in the railroads. We financed a forestry project. We are 
financing some harbor improvement work. 

There is quite a wide variety and we have not completely allocated 
the funds as yet. 

IRANIAN LOAN 


Mr. Canrietp. The situation with respect to your relationship 
with Iran to me has been sort of an up and down affair. What is 
that picture now? 

Mr. Gaston. That picture now is that on our books we have com- 
mitted $25 million to Iran for specific, definite purposes, which in- 
cluded the purchase of American machinery, agricultural and road 
machinery, and the payment for American services for carrying on 
certain projects in Iran to improve the road and agricultural picture. 

The Iranians were a long time in giving us the word that they would 
accept that loan, and nothing was done about it until they began to 
have their trouble with Anglo-Iranian Oil Co. 

Then under Premier Mossadegh they hurriedly passed through 
legislation which would authorize them to borrow the money. 

We have not yet been satisfied that under the present circumstances 
they will be able to pay the local costs or to repay the loan. The loan 
is in suspense on that account. 





YUGOSLAVIAN LOAN 


Mr. CanFieLp. What is the situation with reference to Yugoslavia? 

Mr. Gaston. We have made three loans in the total amount of 
$55 million. Those loans were made originally for the purpose of 
renovating the mining industry of Yugoslavia. 

However, their situation became quite desperate for subsistence and 
a considerable part of that money was diverted to some subsistence 
shipments of wheat and lard and items of that kind. 

However, the major part of those loans was invested in machinery 
for the improvement of their mines which are producing metals of 
importance to us. 

SAUDI ARABIAN LOAN 


Mr. CANFIELD. What is the situation with respect to Saudi Arabia? 

Mr. Gaston. The loans there have been for port improvement, for 
electric-generating plants, for roads and airports. 1 think that about 
covers Saudi Arabia. 

Mr. Saver. That is all we have been able to work out there. 


LOANS TO REPUBLIC OF ISRAEL 


Mr. CANFIELD. What is the picture with regard to the new Republic 
of Israel? 

Mr. Gaston. We have made two commitments to Israel, the first 
one in the amount of $100 million and the second one in the amount of 
$35 million. 

The $100 million amount was a quite general credit that was to be 
used for a great variety of purposes which they justify from time to 
time. It has been very thriftily used for the promotion of their 
economy and for the industrialization of Israel, for the creation of a 
really modern western type of civilization in the most backward region 
of the world. 

I say the “‘most backward” in the sense that here is the birthplace of 
civilization and here is the place which probably cries more for 
modern and scientific development of agriculture and industry than 
any other place in the world. Israel should be sort of a showpiece for 
that part of the world. 

They are administering their projects very successfully and very 
wisely, 

The second loan of $35 million was entirely for agricultural purposes, 
pretty largely for irrigation and rural housing, but mostly for land 
that had to be reclaimed in one form or another. 


EL PANAMA HOTEL LOAN 


Mr. CANFIELD. Speaking of showpieces, Mr. Gaston, I visited the 
Canal Zone in Panama City recently, and I saw the El Panama Hotel 
which recently had four pages in Life magazine devoted to its luxury 
and extravagance. 

I was told in Panama City that the Export-Import Bank was finane- 
ing that operation which I think can well be described perhaps as ove 
of the greatest, most luxurious hotels in all this world and one, which 
to me, was quite inconsistent with the surroundings it now serves. 
Are you in that? 
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Mr. Gasron. Yes; we have $4 million in it. In the first place, | 
would not call it one of the most luxurious hotels in the world, | 
think it is a very striking hotel in its design. I think it is a modery 
hotel. 

Mr. Canrietp. Would you call it ultra modern? 

Mr. Gasron. | would eall it right abreast of the momeat. The 
architect of that hotel recently received the highest award for archi- 
tectural desiga, an award given by the, I think, American Society 0! 
Architects, for the most unusual and significant job done by an Amer- 
ican architect in this last year. 

The hotel is not tatended for the accommodation of the local popu- 
lation primarily. It was intended to attract the tourist trade. 

The rates are not unduly high, accordiag to preseat costs for good 
hotel space. 

The hotel is different from a hotel that would be built ia this climate 
because the climate there is quite diffe ‘reat. There are two loag wings 
of the hotel, comprising at least hal? of the rooms of the hotel, whic 
have no glass in them at all. They have oaly louvres or shutters 
and they have a corridor on oxe side aad then baleonies lookiag toward 
the ocean on the other. They are very comfortable rooms. They 
have a mianmum rate of about $8, I thiak, and’a very good room cay 
be had there for $10. 

Now, why did we get into it?) Because the Republic of Panama 
wanted a hotel as a tourist attraction. That was one thiag that they 
desired most, and this hotel project was being promoted ta Panima. 
There was quite a little public subscription to it aad the Goverament 
was behind it. They made certain guaranties as to earnings of the 
project. They hired a vecy modeva and, I should say, very excellent 
American architect to build it. 

The cost of the hotel, as was true in so many large structures in 
recent vears, went far beyond what they had originally expected. 
They cut down the size of the hotel under what they had originally 
contemplated. 

The hotel can be justified only as a promotion activity of the 
Republic of Panama. 

Mr. Canrietp. I am glad you stated that because [| don’t see the 
economic justification for it. 

Mr. Gaston. The economic justification would be the bringing of 
dollars directly to the country frem American tourists and other 
travelers. There is some justification there. Their hope was to 
make Panama an important stop-over point, and important recreation 
point. They have been having an increasing number of conventions 
down there, which have had pretty good attendance. It is one of the 
fishing paradises of the hemisphere, and that they are stressing very 
strongly, together with a large variety of other enterprises. But it ts 
a Republic of Panama project. 

It might be that you could pick out other ways to invest $4 million 
that would do more for the economic welfare of Panama, but | don t 
know how you could do anything that would more capture the 
imagination and the enthusiasm of the people of Panama than a thing 
of this sort which is unique. 

Mr. Canrievp. I think that is a very forthright statement about 
the hotel that excels anything, Mr. Gaston, that I have ever seen in 
New York or at Atlantic City. When I was there, which was at the 
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very beginning of the visiting season, the operation was running about 
50 percent. I mean half of the rooms were being occupied. I hope 
the people of Panama will come to understand why our money is in 
that institution because when I was in Panama, and perhaps when 
the gentleman from Pennsylvania was there, the students of the 
university were in rebellion and the slogan was, “Panama for the 
Panamanians.” That was something I was distressed to see. 

Mr. Gaston. Well, we don’t have sweetness and light everywhere 
we operate. We hope to improve the atmosphere, and I think we 
do in some countries, in most of the countries in which we operate. 

I think the El Panama Hotel is going to have a healthful influence. 
You speak of the occupancy there being about 50 percent when you 
were there. The latest report we have had is an occupancy of 60 
percent. That isn’t enough, but it is a solidly built hotel that will 
last a long time, and it is our very strong hope that it will at least be 
self-sustaining so far as carrying its operating expenses is concerned, 
which it is doing now, and servicing the debt. 

If it should cost the Panamanian Government the amount of the 
installments of principal, that will have to be met under our agreement 
with the Panamanian Government. 

I think the expense will probably be justified. At least the officers 
of the Panamanian Government have said that they would so consider 
it. 

Mr. Canrieip. There is another factor that might be considered, 
too. The economy of the Republic is poor and there are compara- 
tively verv few Panamanians who will ever be able to register and 
pay their bills at the Hote! El Panama. 

Mr. Gasron. As I sav, it was built for tourists. It was built to 
maintain the tourist trade. 

Mr. Canrrevp. IT understand that. 


RELATION TO WORLD BANK 


Now, the United Press carried a story under the date line of Wash- 
ington, D. C., January 27, stating: 

The World Bank announced today it made a profit of $8 million in the last 
6 months of 1951, compared with $7,500,000 in the last half of 1950. Since it 
was founded at Bretton Woods, N. H., in 1945, the 51-member international 
loan maker has earned more than $50 million on its lending for world-wide postwar 
reconstruction and development projects. 

Is there any conflict or overlapping between the activities of the 
World Bank and the Export-Import Bank? 

Mr. Gasron. There is overlapping in this sense: We have the power 
to make loans of the same kind that they are making. They do not 
have quite as broad powers as we have. They are limited to loans to 
member countries, and they are limited to loans which are guaranteed 
by governments. We have the liberty to make loans—and many of 
our loans are of this type—for the development of backward coun- 
tries, primitive countries which are not member countries. We are 
also making loans and have the power to make loans to private enter- 
prises, 

We prefer to make them to private enterprises if we get proper 
security. We prefer not to have the Government guarantee the loan 
if the loan will be sound without such a guaranty. 


93930—-52—— 36 
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We have made a loan within the last year for the Paulista Railros,| 
in Brazil in the amount of $8 million for equipment. We understa):{ 
they will be in for more. It is a very successfully run railroad ani » 
profitable railroad. We made that loan without a Government euar- 
anty and with nothing but the assurance by the department of mono 
and exhange that the cruzeiros will be convertible into dollars. 

Within the last 2 years, we have made two loans to Brazil “i 
cement plants, partly owned by American interests and partly by 
Brazilian interests. 

One of those loans was made quite recently. We have no Govern- 
ment guaranty in the case of those loans. 

The loans that we are making to the American & Foreign Power 
Co. subsidiaries are without any Government guaranty. The rather 
large loan that we made to the Cerro de Pasco Co., to enable them to 
put in a big zine mine in Peru, is without a jJovernment guaranty of 
any type except the insurance of e xchange of the currency into dollars. 


CANADIAN LOANS 


Mr. Canriretp. Do you have any Canadian loans? 

Mr. Gasron. Yes; we have one. The RFC lent $5 million to the 
Steep Rock Iron mine just west of Lake Superior and north of the 
iron range of the United States. They have a very good working 
there of high-grade ore. The RFC put in $5 million, and then they 
were forbidden to make any more foreign developmental loans. So 
they came to us with the proposition that they needed some more 
money to open up a new ore body, and we made an additional loan 
of $5 million. 

We have recently altered the loan and liberalized the terms of that 
loan because of the fact that they have experienced some delay and 
difficulty in connection with uncovering, by dredging, a new body of 
ore. But it is a very good loan. 


CANADIAN DOLLAR IN EXCHANGE MARKETS 


Mr. Canrretp. I wonder whether you noticed in the press last week 
the story that the value of the Canadian dollar had surpassed the 
American dollar in the exchange markets, that being one of the rare 
times in history. 

Mr. Gasron. Well, that is very interesting because it was backed. 
let me see—— 

Mr. Canrietp. I am talking about today. I can remember 
vestervear. 

Mr. Gastron. That is very interesting because in 1947 we lent the 
Canadian Government $300 million because of their extreme shortae 
of dollars. 

Their conditions have very greatly improved since then. Our loan 
is, however, payable in United States dollars. 

Mr. Canrieitp. That is all, Mr. Chairman. 


NEEDED AFTER WORLD WAR i 


Mr. Steminski. Historically, Mr. Gaston, there was no counterpart 
to the Export-Import Bank after the Treaty of Versailles in the United 
States or with any of the Allies, was there? 
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Mr. Gaston. I just do not know, Mr. Sieminski. 

Mr. Steminskt. It is true, is it not, that when armies marched in 
World War I, the treasuries of Great Britain, Germany, and _ the 
Austria-Hungarian Empire were loaded with gold; and each of these 
countries thought that it would come out on top at the end of World 
War 1; but at the end of that war, their monetary chiefs of staff, 
having no fiscal, energizing plans, were unable to put Europe on its 
feet, economically. 

Do you think that if they had had some sort of an Export-Import 
Bank set-up, the situation between the two wars might have been 
better than it was, in spite of the Young plan, the Dawes plan, and 
the League loans? 

Mr. Gaston. I do not know, sir. All I can say is that war is a 
very unprofitable venture. 

Mr. Sremrnsxr. In other words, the hoarding of gold in itself and 
the possession of it, is not necessarily a guaranty of a prosperous 
economy. 

Mr. Gaston. No; I would say that it is certainly not. That would 
be the lesson of post-World War I. Gold will not build a trench or 
erect a factory. 

PURPOSE OF CREATION 


Mr. Sreminski. Now, sir, do you recall why the Export-Import 
Bank came into being in times of peace, in 1934? 

Mr. Gastron. Yes, Ido. It was because the state of United States 
trade was very greatly depressed in 1934. It was common knowledge 
or the common complaint at least, that the other countries treated 
their exporters and manufacturers much more liberally than the 
United States, assisting them in long-term financing of sales and 
purchases. 

The purpose of the creation of the Export-Import Bank was to 
cooperate with the manufacturers and exporters in financing exports 
for longer terms than the commercial banks could finance exports for. 

Mr. Sreminski. Do you concede that if the Export-Import Bank 
were to close shop and make a conversion to private channels, harm 
would result? 

In view of past experience, and the situation that existed in 1934, 
would there not be selfishness on the part of certain interests in this 
country which would throttle development, if you went out of busi- 
ness? 

Mr. Gaston. I think the Export-Import Bank still is doing a job 
that needs to be done. 


RELATION TO WORLD BANK 


Mr. Steminski. Now, in connection with the World Bank fund, 
I attended Operation Impact at the Shoreham Hotel sponsored by 
the State Department in late November or early December. | heard 
Mr. Wilson and Mr. Bissell aad the rest of them talk, and I tried to 
draw a distinction between where the World Baak operated and where 
you operated. 

Am I correct ia saying, if I were to use an analogy, that the World 
Bank is more or less of aa Interstate Commerce Commission that 
would assist in projects that would cross boundaries, such as the 
unification economically of Europe, and that you would, in the foreign 











scene, be sort of a Reconstruction Finance Corporation, dealing with 
countries as such, or making loans, withia countries? You do not 
iaterlace your loans? Would that be a fair conclusion? 

Mr. Gaston. Well, | would make the distinction ia a somewhat 
different way. 

The situation with respect to the International Bank in reconstruc- 
tion developmeat, as you outlined, is that they do make loans only 
to member ¢>.. :tries, and the *y make loans oaly under Government 
guaraaties. 

They may make loans in dollars or they may make them in other 
currencies. Where they make loans in dollars, those loans are usu: ally 
free for expenditure in any country. Normally, that is not true of 
our loans. 

Our loans are typically made for expenditure in the United States, 
although we sometimes make exceptions as a minor part of a project. 

Mr. Steminskt. As I recall it, Mr. Wilson told these Europeans 
who had gathered there as directors and owners of European industry, 
that if they would modernize and step up production, with lower costs 
and give fairer treatment to workers, bring their mining facilities 
up to date, and improve techniques, they would be in a position to be 
helped. The one-two punch after that meeting was a statement by 
the president of the World Bank, that, if the Schuman plan was actu- 
ally put into operation, the World Bank would be ready to step into 
Europe and do a first-class job, and polish it off economically, so that 
there would be true prosperity. 

Now, you certainly would not go in on any intercountry set-up like 
that, would you? That would definitely pose the surer need for the 
World Bank, and you have that distinction? You are not out to 
create, | would say, an intercontinental economic integration are you? 

What | am trying to get at is this; and I will ask that this be off the 
record. 

(Off the record.) 

Mr. Gastron. Following your off-the-record remarks, I will say that 
there is a need for both institutions. Our methods of operation are 
somewhat different, although I do think they make their loans to 
assist particular countries. The problem of assisting Europe by 
additional loans would be a very difficult problem because, on the loan 
basis, it would be pretty hard to justifv any loan unless you could see 
that that particular loan would increase the productivity and not only 
their productivity but their dollar-earning capacity, directly. And 
that dollar-earning capacity can be specific ‘ally pledged for the service 
of the loan that vou make. 

In other words, the field in which vou can make loans successfully in 
Europe is very circumscribed at this time. 

Mr. Sreminsxr. Mr. Gary, may I have just another minute or so? 

Mr. Gary. Go right ahead. 


PUBLIC RELATIONS 


Mr. Stemrnsxt. I believe in sound public relations, as I believe al! 
of usdo. The elections are coming up in South America, and naturall) 
they are going to be talking about American imperialism, and unless 
we are ready in our public relations, be they in the State Department 
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or elsewhere, to counteract that on the ground, we are going to be in 
trouble. 

Now, the question that I would like to ask you is this: Do you have 
the difficulty i in foreign countries that some of our people, even as late 
as November had, at Geneva? 

Mr. Gaston. No; we do not. 

Mr. Sreminski. In other words, you feel that you would like to 
keep your negotiations secret? 

Mr. Gaston. Our best public relations are by our contacts with 
the people in those countries. We do not have the policy of keeping 
matters secret. We do want it known just exactly how we do business. 

[ am very skeptical of the good that can be done by publicity in 
promoting friendly relations between countries. I think the actual 
business contacts that we have are more useful in that respect. 

Mr. Sremrinski. What should my attitude be, as an American, to 
a country like Belgium or others in Europe, who are on record as 
wanting to fight Communist doctrine: and if I, as I did in November 
at Antwerp, saw a repaired Soviet troop ship pulling out of that 
harbor, for Vladivostok, probably to be used for the Pacific trade in 
the future? 

I made my opening remarks to you last vear, off the record, asking 
whether you felt public relations would help te prevent our citizens 
abroad being abused; like having women’s hair pulled, as was done 
in the late thirties in the Orient, or having their faces spat at, as was 
done in Italy, under Mussolini. 

At that time, you said that it was a question of diplomacy; I think, 
good public relations could help avoid such a recurrence; people i ina 
forei ign country should know, should they not, that we are there to help 
them, as well as ourselves; that no other nation in the history of the 
world has had the ability to help others as we have; | think that if we 
deal abroad with an enlightened self-interest, and tell people what our 
operations will mean to them in terms of be nefits, we are going to be 
in far less trouble than we were between the two wars, and the British 
are in to-day. 

You are not yet in difficulty and I trust vou never shall be. And to 
that extent your observations on public relations must be accepted 
with great respect. Past treatment of our citizens abroad by foreign 
nationals, in times of economic stress, compelled my observations. 

That is all, Mr. Chairman. 

Mr. Gasron. I agree with vour objectives, sir. 

Mr. Steminski. Thank you. 


EL PANAMA HOTEL 


Mr. James. Mr. Gaston, I have heard it said in Panama that the 
financing and building of the El Panama Hotel, was one of the nice 
little squeeze plays that the Republic of Panama is thinking up from 
time to time, and that in this particular instance it now becomes 
hecessary to tear down the Tivoli Hotel in the Canal Zone because of 
a provision in our treaty with the Republic of Panama. Do you 
know whether that was taken into consideration or not? 

Mr. Gaston. We are quite conscious of that. The Tivoli Hotel is 
an ancient firetrap, which was built at the time of the construction of 
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the Panama Canal. There was an agreement between the Unite 
States and the Republic of Panama that whenever Panama was a})|> 
to offer first-class hotel facilities, the Tivoli would no longer |» 
available to the general public. 

I think the Panama Canal Zone Administration has accepted the 
fact that El Panama Hotel complies with that requirement, and they 
are not providing space at the Tivoli any more. 

Mr. James. And it is true is it not that if the Canal Zone Adminis- 
tration, with the proper acquiescence of the United States Govern- 
ment, wanted to build a very fine, new, modern hotel on the site of the 
Tivoli, they could not do it? 

Mr. Gastron. I do not know what the agreement is. 

Mr. James. Well, under the agreement the United States Govern. 
ment and the Canal Zone Administration cannot operate anything at 
all for profit. In other words, they could not put up a tourist hotel, 
no matter how fine or no matter how fireproof it was, to replace the 
Tivoli? 

Mr. Gastron. I believe that is right. 

Mr. Canrietp. Will the gentleman vield? 

Mr. James. Yes. 

Mr. Canrretp. I am glad the gentleman has developed his inquiry, 
because, if the facts are so, certainly the Government of the United 
States has to get rid of the Tivoli Hotel immediately. I went ove: 
to the Tivoli while I was there, and I found three or four people in the 
dining room, and that was on the day after New Year’s. We are 
losing money in that venture. 

Mr. James. It is a part of the commissary set-up now. You can- 
not stay there, presumably, unless you are attached to the Panama 
Canal Zone Administration or are a visitor to the Administration of 
the Canal Zone. In other words, the only reason I could stay there 
was because I happened to be a Congressman, and was given thie 
commissary privileges. 

Mr. Canrisup. Mr. Gaston has characterized the Tivoli Hote! as 
a firetrap, and it was characterized in the same way by ship personne! 
aboard the vessel I sailed on going to Panama. Why should we be 
continuing with this operation when there is a monetary loss involved, 
which everybody seems to know, in addition to its being a firetrap 
and an unhealthy place? 

Mr. James. That is exactly the point IT am making. It was a 
firetrap when it was built. It was built for Theodore Roosevelt and 
it was a firetrap the day after it was built, and it has never been any- 
thing else. 

The point IT am making is that we could not, no matter how much 
convenience it afforded the Administration of the Canal Zone or t!. 
people who visit the Canal Zone, for any purpose whatever, put up 
anything there to replace the Tivoli in competition with the [! 
Panama. In other words, the El Panama becomes a monopoly 1) 
attracting tourist business, and the Canal Zone personnel and visitors 
there must patronize it. We could not build a new Tivoli Hotel now, no 
matter how fireproof it might be, or how excellent its accommodations 

Mr. Gastron. That is right. I believe that is a definite part of the 
United States policy. 

Mr. James. Well, as I understand it, it is not a question of policy; 
it is a question of a provision in the treaty under which we acquired 
the Canal Zone. 





Mr. Gaston. Yes. I believe the treaty itself expresses a policy of 
trving to create—and here I am speaking about something that. is 
really out of my territory—a friendly atmosphere in that region. 

Mr. James. Is not the friendly atmosphere going to develop into 
something else? Right now, in the Canal Zone we do not have the 
right to set up any kind of manufacturing plant, for our own use, in the 
administration of the Canal Zone. 

Ifa cement plant were established in the Republic of Panama, then, 
presumably we could not manufacture cement for example in the 
Canal Zone. 

Mr. Gastron. I do not know whether that is true or not. 

Mr. James. Are we contemplating any further loans for the develop- 
ment of the economy of the Republic of Panama, under the bank at 
the present time? 

Mr. Gastron. We do not have anything under consideration now. 

Mr. James. You do not have any notice of requests for loans for the 
development of further industrial enterprises? 

Mr. Gaston. No. I think the World Bank, the International 
Bank, is making some investigations in Panama. Whether that will 
result in anything, I do not know. 

Mr. James. Now, about the money we have wrapped up in the 
E] Panama Hotel right now, whether it goes through the wringer or 
not, is guaranteed against loss, is it not? 

Mr. Gaston. Yes; by the Republic of Panama. 

Mr. James. I am glad to know that, because I feel sure that it is 
going through the wringer. Now, that may be an opinion that will 
not be accepted by a lot of other people. But when you go into a 
hotel like that and pay $8 minimum for a room, and then vou pay 
$2.75 for a very meager breakfast, served in the hotel, you have a 
discouraging situation when estimating the continuing success of the 
enterprise. 

Mr. Canrrectp. I agree with the gentleman, and I did not find 
anybody in the Canal Zone or the Republic of Panama who disagreed. 
I discussed the matter of that hotel with many people. 

Mr. James. So did I, because, when vou approach it from the rear, 
it looks like something that has been built near a suburban dump. 
Of course, when you go to the other side of the hotel, it is very beauti- 
fully landscaped, you get. a much better picture. 

Mr. Gastron. Do you not find a condition somewhat similar to 
that here in Washington, for instance? 

Mr. James. Yes; but I am trying to describe the reverse situation. 
The flop stuff that you find in Washington was in days gone by very 
neat and orderly. It has become what it is today by reason of the 
deterioration of neighborhoods. Down there they have a deterio- 
rated neighborhood, and right close to it they have built a wonderful 
and glamorous modern resort hotel. 

Mr. Gastron. It is a commanding site, and maybe they will im- 
prove the neighborhood. 

Mr. James. I hope they will, because, when I approached the El 
Panama from the highway at the rear, 1 thought ‘‘ What a dump this 
is to look out upon trom this hotel.”’ ss 

Of course, when you park and walk to the other side, it is magnifi- 
cent. 

Mr. Gastron. Are they using the pool? 
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Mr. James. That pool is another thing. The pool, as I understand 
it, was built to operate as a club of some kind. Through subserip- 
tions, or membership fees. . 

Mr. Gastron. I am afraid the right people were not using that pool 
when vou visited there. 

Mr. Canrievp. I think you are right, because Panamanians don’t 
use that pool. 

Mr. James. I would say from a certain viewpoint that they were 
not the right people. 

Mr. Canrretp. The Panamanians don’t use the pool, and = the 
nearest beach is some 50 miles away, and [ am not sure in my own 
mind, as | believe my colleague is not sure, that all this promotes 
good will toward the United States. 

Mr. James. | had the distinct impression when I was there that 
some of the visiting Americans were not too well pleased that the E| 
Panama had been built with the aid of money that came from the 
taxpayers of the United States. 

Mr. Gastron. Well, we hope eventually it will come from the tax- 
payers of Panama or from the patronage that the hotel gets, operating 
on a strictly commercial basis. 

Mr. James. We can hope for those things; but during one of the 
first evenings after landing in Panama, a lot of the students from the 
Academy Universal, as I think it is called, stood on their side of the 
road, and threw rocks at the windows of the building that they were 
supposed to be educated in. Others came to the windows and threw 
things back, and there was quite a young revolution. 

Mr. Gastron. It is a playful habit that they have. But it is not 
unique; it has happened elsewhere. But then those are incidents in 
the development of government. 

Mr. James. The word “incident” is good, because, among. the 
“students” were some 45- to 55-year-old men who were throwing 
rocks with the students. They, of course, were not students, in the 
accepted sense of the term. They were the professors of communism 
that were in that gang. 

Mr. Gaston. That speaks well for the climate, does it not? 

Mr. James. In my book it doesn’t. 

In Panama, we spent quite a lot of time talking to the Governor 
and other Canal Zone officials and witheut putting any words in 
their mouths I felt conscious of a sort of uneasiness on the part of the 
American people charged with the administration of the Canal Zone, 
the education system, and all of the rest of it. 

Mr. Canrietp. Will the gentleman yield? 

Mr. James. Yes, of course. 

Mr. Canrietp. Mention has been made of the elaborate swimming 
pool, which is the latest word in swimming pools. 

Now, the personnel in the Canal Zone, the military and the civilians 
down there, have no swimming pool. The Army has a little beach 
which they are not too sure of because they are afraid of the water 
I am glad the gentleman made that statement. 


NICARAGUAN LOAN 


Mr. James. Do we have anything going on in Nicaragua under 
your care? 
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Mr. Gaston. Yes, we financed the purchase of a Diesel electric 
generator for Managua Power Co. recently. I think that is about 
the only thing we have. 

Mr. James. Is that the power company that is now functioning 
there? 

Mr. Gastron. That is right. They needed additional generating 
power. That was a unit built in Milwaukee. 

Mr. James. We have some point 4 men down there who are making 
studies, and I suppose that will probably result in some requests for 
loans. 

PUBLIC RELATIONS 


Mr. Steminskri. Mr. Chairman, may I make three brief comments 
for the record? 

The first is that the Export-Import Bank grew out of a healthy 
need, and it is not now superfluous and never was a superfluous 
agency of the Government. 

Second, there is a potentially possible need of good public relations 
in foreign lending. If people knew who paid for the power dams on 
the Yalu River, vou would not have a New York paper referring 
to them as Chinese power dams. 

I point out that a need exists for people being told how things are 
being done for their benefit, and not just the benefit of a few, as was 
noised about concerning the directors and managers of the Iranian 
Oil Co. and their profits. 

The good public relations of the Aramco Oil Co. stands in sharp 
contrast to the public relations of the Iranian Oil Co. 

Thirdly, I would emphasize the good job that the Export-Import 
Bank is doing. 

Mr. Gastron. Thank vou, Mr. Sieminski. 


INTEREST RATES AFFECT PROFIT 


Mr. Gary. I notice from the table appearing on page 17 of, the 
justifications that your business is increasing each year, vet vour net 
income is decreasing. Why is that? 

Mr. Gaston. That is because of the increase in our interest pay- 
ments to the Treasury. On January 1 we had outstanding notes in 
the amount of $516,200,000 bearing 1 percent interest. We also had 
outstanding $425,900,000 in notes bearing interest at 1%, percent. 

Now, on January 25 of this year we had outstanding notes in the 
amount of $512,600,000 bearing interest at 17, percent, and notes in 
the amount of $457,500,000 bearing interest at the rate of 2 percent. 

Mr. Gary. So that while your net income has gone down, the 
Treasury has been getting the benefit of it? 

Mr. Gaston. The Treasury has gotten the benefit of it. It amounts 
to just about 1 percent on half a billion. 

Mr. Gary. The difference has gone into the Treasury and the 
Government has received the full benefit of those increased payments? 

Mr. Gaston. It reduces our profits by about $5,000,000 and in- 
creases the Treasury’s take by that amount. 

Mr. Gary. According to your original statement, vou are asking 
for an authorization of $1,131,000 for 1953. Your authorization for 
1952 is $950,000. 
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Will you tell us what constitutes the difference of $181,000? 

Mr. Gaston. Mr. Sherwood, will you answer that? 

Mr. Suerwoop. There is $75,000 which constitutes the supple 
mentary request for the statutory pay increases. 


INCREASED COSTS FOR PERSONNEL 


Mr. Gary. How much is requested for new emplovees? 

Mr. SHERwoop. $79,500. 

Mr. Gary. That is approximately $145,000. What is the rest of it? 

Mr. SHerwoop. There are some increases in the various objects of 
expenditures. There is a slight increase in the rents, $3,000. Thes 
are small amounts. There is an increase of $1,000 in supplies and 
materials, $1,000 in printing and binding and $1,000 in transportation 
of things and communications. 

There is an increase under taxes and assessments of $250. 

There is a decrease in reimbursements from the ECA account of 
$10,000, because of the reduction in that lending authority. 


ADMINISTRATIVE TRAVEL 


There is an increase in travel of $10,000. 

Those are the principal items. 

Mr. Gary. You are asking for an increase in travel over last vear. 
Will that take care of all of vour travel now? 

Mr. SHerwoop. It is hard to anticipate the travel. It will take 
care of all of the administrative travel. 

Mr. Gary. Very frankly, the situation whereby vou are listing a 
part of your travel money as nonadministrative expense, kind \ 
bothers me. 

Mr. SHerwoop. The travel which has been charged to that in the 
first 6 months of this fiscal vear is travel that was not foreseen at the 
time of the budget presentation. 

Mr. Gastron. It is the intention, Mr. Chairman, I might say, that 
the administrative travel in this budget will cover all of our travel 
that is the intention. 

Mr. Gary. Thank you. I have a very high regard for your organ- 
ization, and I have praised it time and time again publicly. How- 
ever, I question the authority to use nonadministrative money for 
travel. While I think that unquestionably there might have been 
justification for it, and I fully realize the necessity for very thorough 
investigations of these loans, I question the authority. 

Mr. Gaston. The authority is contained in the limitation act, the 
authorization act, and it states: 

Provided, That necessary expenses (including special services performed on 4 
contract or fee basis, but not including other personal services, and the purchase 
of one passenger motor vehicle for replacement only) in connection with 1! 
acquisition, operation, maintenance, improvement or disposition of any real or 
personal property belonging to the bank or in which it has an interest, ineludi 
expenses of collection of pledged collateral or the investigation or appraisal 0! 


any property in respect to which an application for a loan has been made, shia 
be considered as nonadministrative expenses, for the purposes hereof. 
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It is an investigation, an appraisal of property in connection with 
which a loan has been made. 

Mr. Gary. Then this involved the investigation and appraisal of 
property, and you considered that properly classified as nonadminis- 
trative expense, under the law? 

\[r. Gaston. Yes, sir; we did. 

Mr. Saver. We never exercised that right for some years, and until 
the situation arose in the Far East. 

Mr. Gary. I think there is a possibility that you might have some 
difficulty with this with the Comptroller’s office. Consequently, I 
think you had better ask for what you need for administrative travel 
expenses. 

Mr. Gaston. Did we discuss that with the Comptroller General? 

Mr. Saver. We did discuss it with the Bureau of the Budget. I 
do not know whether we discussed it with the General Accounting 
Office. I could not say that we did. 

Mr. Gaston. I agree with you that our administrative expense 
allocation ought to cover all of the travel, if possible. This procedure 
here, if we had some extraordinary expense in connection with a suit 
to recover, would certainly be available for use. 

Mr. Gary. I think there are items that are properly covered by 
nonadministrative expense such as the employment of accountants 
or engineering firms, or other technical advisers who are not on your 
regular administrative staff. I think that is perfectly proper. The 
question that arose in my mind is that you have a travel account and, 
presumably under a proper accounting system, that covers all of your 
travel. 

| think your agency has operated in a very frugal manner. There 
are some agencies in the Government which, if they had a set-up of 
that kind, would use it whenever they wanted additio >»! travel, and 
would disregard their budget item entirely, thus destro, ing the whole 
purpose of our budgeting and accounting procedures, which is not 
good. 

Mr. Gaston. We definitely and deliberately listed this, in order to 
show you just exactly how it was composed. 

Mr. Gary. You were very frank about it, but I just wanted to 
bring to your attention; and to be certain that you have included in 
your administrative travel account for this year a sufficient amount to 
cover your anticipated needs for 1953. 

Are there any further questions? If not, we are very much obliged 
to you, Mr. Gaston, and to your associates. 

Mr. Gastron. Thank you, Mr. Chairman. We are always glad to 
appear before this committee. We always find here an atmosphere 
which we think is constructive and en the right plane. 

Mr. Gary. Thank you. 








Alger, Commander J. A., Jr 
Anderson, A. M 
Anslinger, H. J 
Atkeson, T. C 
Banning, P. D 
Bartelt, E. F 
Baughmen, U. E- 
Bryant, C. O 
‘take, G. L 
Cannon, J. F 

Cawley, W. D 

Clark, Mrs. G. N 

Clark, V. L 

Cole, H. B 

Coyne, R. W 

Crown, J. R 

Deery, C. 

Dunlap, J. B 

Emerick, C. A 

Evans, F. I 

Foley, E. H 

Funk, W. L 

Gary, T.. J.,.3r 

Gaston, H. E 

Gearhart, H. R 

Graham, Hon. J. 8 

Hall, A. W 

Harney, M. L 

Heffelfinger, R. A 

Higman, W. E 

Holtzclaw, H. J 

Howard, Leland 

Johnson, W. L abe 7, 95, 113, 143, 201, 262, 295, 328 
Kilby, FE. L 

Krixtein, Bernard 

Lloyd, Lee 

Maxwell, R. W nae 

MeDonald, Bill nS 

O’ Neil, Viee Adm. Merlin 

Parsons, W. W : 

Ring, Ek. M 

tichmond, Rear Adm. A. C 

toss, Mrs. N. £ 

Russell, T. E 

Sauer, W. C___. 

Sherwood, Sidney - 

Smith, R. E : 

Snyder, Hon. J. W 

Strubinger, D. B- 

Tate, F. W 

Taylor, G. W 

Walsh, F. J 

Widmaver, E. J 

Wilder, T. V 

Wilson, A. J 

Winkle, J. F 

Wood, Rear Adm. R. E 


328, 352 
328 





INDEX 


EXPORT-IMPORT BANK OF WASHINGTON 


Annual leave 

Chinese loans 

Delinquencies 

Earnings, cumulative 

El Panama Hotel, loan to 

Foreign countries, projects ™ 

Loans to various countries 556. 
lending authority 

Nonadministrative expenses 

Profit-and-loss statement 

Program highlights 

Salaries and expenses 

Strategic and critical materials, financing of production abroad of 
Workload 


TREASURY DEPARTMENT 


A 
Accounts, Bureau of 
Joint accounting program 
Lend-lease_and surplus property accounts 
Salaries and expenses 


Coast Guard 
Accounting and Procedures Act, operation under 
Accounting system, operation under new 
Acquisition, construction, and improvement 
Aircraft 
Coast Guard Academy 
Customs Bureau, collaboration with 
Language changes 
Loran transmitting stations 
Management improvement program 
Ocean stations 
Operating expenses 
Personnel: 
Comparison of 
Recruitment 
Port security program 
Reserve training 
Retired pay 
Workload 
Coordination of bureaus 
Customs, Bureau of 
Automobiles seized 
Collections and cost of collecting 
Comptrollers of customs 
Diamonds seized, disposition of 
(See also p. 523) 
Duties, collection of 
Gold smuggling 
Investigative unit 
Invoices and liquidation, volume backlog in 


(IT) 





Customs, Bureau of—Continued 
Liquidating division. workload of__- 
Management improvement program ae 
McKinsey report recommendations - - oul - 165, 173, 180, 
Narcotic smuggling ee See pied alu x 
Personnel: 
Appraisers and examiners, basis for selection of. 
Collector’s offices, new positions for. 
New positions 
Washin ‘ton office, new personnel for 
Port see ‘ritv progranr- 
Salaries anid expenses ; 
Seizures, number and value of 
Workload ; “et 


S 


D 


Diamonds held by General Services Administration : 523 
Disbursements, Division of _- F : 95 
Improvement program __ : ; —uen.  WOt, 107 
New positions_ - 106 
Prices, increase in as eres 102, 105 
Production data ihe agg ig 103, 106 
Salaries and expenses 05 
Savings, 1951 se ° 105, 107 
Tax refund checks, reduction in costs on___- Be . 109 
Unit cost : 101, 106, 108 
Work, volume of : _ 100, 108 


Employees’ suggestion program 
Engraving and Printing, Bureau of 
Corporation basis of accounting 
Distinetive paper 
Financial statements 


Salaries and indirect. labor costs 
Sales by agencies 

Unit costs 

Workload 


Internal Revenue, Bureau of 
Aleohol Tax Unit eee 
Enforcement officers, number of 
Executive management : 
Income tax receipts, estimated 
Inspection service 
Management improvement. program 
Misdeeds within the Bureau 
National income____- ; 
Personnel: 
Additional requested 
Separation, causes of 
Racketeering program ___ 
Railroads in Alaska, additional tax on_ 
Reorganization plan, proposed. 
Salaries and expenses 
Social security emplovment 
Tax frauds, handling of __ 
Wagering tax_ 
Workload 


7. 


Language changes- -. 








IV 


M 


ManageMent ont program _ - : 
Mint, Bureau of the - ops kee! eee ae 
Bullion on hand 


Page 


Wee sees 61, 


Coin production and RESINS ARC IES: eit AIR PURER 


Coins, cost of production of 

Denver Mint- 

Inventories of metal 

New mint, plan for______ ; ae 
Personnel: 

Hiring and firing - 

Number of. 

Wage and salary increases__— _ : 
Production, delivery and inventory summary - 
Salaries and expenses _ _ _ - 

San Francisco Mint : : 
Seigniorage _ _ 


N 
Narcotics, Bureau of 


International control of nare otics, progr ess with - 


Personal services— — __ feae 
Salaries and expenses : 
Stockpile, narcotics shipped Os. 
United Nations, assistance from f 


Workload _ _ _ — -- ae 


O 
Obligations, comparative statement of 
P 


Personnel: 


Chauffeurs and information positions, elimination of 


New positions 
Number of _ _ - ~~ 
Public Debt, Bureau of 
Administering the public debt 
Bonds, issues and retirements, 1951—53_ 
Management improvement program 
Public debt: 
Administering the - 
Amount of 
Interest on_- 
Other nations - 
Ownership of___- 
United States Savings Bonds Division 


19, 358, 


19, 


(See Savings bonds, this index) 


Ss 
Savings bonds: 

Advertising media : 
Automatic extension plan z 
EK bonds outstanding______. oe a 
G bonds, neglect of __-__. eat 2 s 
Holdings by income group s 
Issues and retirements, 1951- m:.... 
Market for. d 
Payroll savings plan, “method for expanding _- 
Promotion program. 
Reason for purchase of 
Redemptions 
Sales___ 
Volunteers, work of — 


360, 363, 
344, 
343, 344, 


18 3 


70 
bre 
398 
380 

53 
384 
399 
387 


392 
105 
396 
381 
373 
386 
401 


7, 295 


308 
312 
2995 
325 
320 
313 


516 


65 

20 

33 
352 
352 
363 
357 
352 
366 
368 
368 
358 
328 


347 
371 
361 
350 
340 
363 
329: 
334 
333 
52 
365 
365 
349 








Page 
Secretary, Administrative Offices of the 
Employees’ suggestion program. 
Management improvement program 
Salaries and expenses 
Secret Service Division E 
Convictions ahs : 124 
Counterfeiting : 7 . 115, 13] 
Forgery of Government checks eens 114 
Gold Reserve and Silver Purchase Acts, violation of ae 129 
Guard force, salaries and expenses : eat 118, 141 
Presidential protection . 116, 130 
Salaries and expenses 119 
School. _ A cn Seer 
White House Police, salaries and expenses 137 


T 


Treasurer of the United States, Office of the 
Contingent expenses of the public money 
Daily Treasury Statement, distribution of 
Money in circulation 
Salaries and expenses _ _ - 

Workload 


U 
United States Savings Bonds Division 
(See Savings bonds, this index) 


O 








